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CHAPTER  VII. 


OF  MONEY. 


I  1.  Hatino  proceeded  thus  far  in  ascertaining  tbe 
general  laws  of  Yalne,  ^v^thout  introducing  the  idea  of 
Money  (except  occasionally  for  illustration),  it  is  time  that 
■wc  shonld  now  superadd  that  idea,  and  consider  in  what 
manner  the  priuci]»lcs  of  tho  mutual  iiitereliange  of  eoui- 
modlties  are  affected  by  tlio  use  of  what  is  termed  a  Medi- 
nm  of  Exchange. 

In  order  to  undei*5tand  the  manifold  functions  of  a  Cir- 
culating Medium,  tliere  is  no  better  way  than  to  consider 
what  are  tlie  principal  inconveniences  which  we  should  ex- 
perieticc  if  we  had  not  such  a  medium.  The  first  and  most 
obvious  would  he  the  want  of  a  comiiion  measure  for  values 
of  different  surts.  If  a  tailor  had  only  coats,  and  wanted 
to  buy  bread  or  a  horse,  it  would  be  very  troublesome  to 
ascertain  how  much  bread  he  ought  to  obtain  for  a  coat,  or 
how  many  coats  he  ebonld  give  for  a  horse.  The  calcula- 
tion mnat  be  recommenced  on  different  data,  every  time  he 
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bartered  his  coats  for  a  diiferent  kind  of  article  ;  and  there 
could  be  no  current  priue,  or  regular  (luotations  of  value. 
Whereas  now  each  thing  has  a  current  price  in  money,  and 
he  gets  over  all  difficulties  bj  reckoning  his  coat  at  4?.  or 
5^,  and  a  four-pound  loaf  at  Gd.  or  'id.  As  it  is  much  easier 
to  compare  dilfurent  lengths  by  expressiug  them  in  a  com- 
mon language  of  feet  and  inches^  so  it  is  much  easier  to 
compare  values  by  ineaiiB  of  a  cunimon  language  of  pounds, 
shillings,  aud  pence.  In  no  other  way  can  values  be  ar- 
ranged one  above  another  in  a  scale ;  iu  no  other  can  a 
pei-son  conveniently  calculate  the  sum  of  his  possessiona  ; 
aud  it  is  easier  to  ascertain  and  remember  the  relatione  of 
many  tilings  to  one  thing,  than  their  iiuiarat.'rab]e  cross  re- 
lations with  one  another.  This  advantage  of  having  a  com- 
mon language  in  wliicb  values  may  be  expressed,  is,  even 
by  itself,  so  importaut,  that  some  such  mode  of  ex^)res6ing 
and  computing  them  would  probably  be  ut^cd  even  if  a 
pound  or  a  shilling  did  not  express  any  real  thing,  but  a 
mere  unit  of  calculation.  It  is  said  that  there  are  African 
tribes  in  which  this  somewhat  artificial  contrivance  actually 
pi-evails.  They  calculate  the  value  of  things  in  a  sort  of 
money  of  account,  called  macutes.  They  say,  one  thing  is 
worth  ten  macutes,  another  fifteen,  another  twenty.*  There 
is  no  real  thing  called  a  maciite  :  it  is  a  conventional  imit, 
for  the  more  convenient  comparison  of  things  with  one  an- 
other. 

This  advantage,  however,  forms  but  an  inconsiderable 
part  of  the  economical  benefits  derived  from  the  use  of 
money.  The  inconveuiencea  of  barter  are  so  great,  that 
without  some  more  commodious  means  of  effecting  ex- 
changes, the  division  of  emiiloyments  could  hai'dly  have 
been  carried  to  any  considerable  extent.  A  tailor,  who 
had  nothing  but  coats,  might  starve  before  he  could  find 
any  person  having  bread  to  sell  who  wanted  a  coat ;  be- 
sides, he  would  not  want  as  much  breail  at  a  time  as  would 
be  worth  a  coat,  and  the  coat  could  not  be  divided.     Every 

*  iloDtedquii'U,  Ssprit  Jr«  Loi»^  Uv.  ±iii,  ub.  8. 
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persoD,  therefore,  would  at  all  times  hasten  to  dispose  of 
his  commodity  in  exchange  fur  auytliiug  which,  tlioxigh  it 
might  uot  be  fitted  to  his  owu  imniedlato  wants,  was  in 
great  and  general  demand,  and  easily  divisible,  su  that  he 
might  be  sure  of  heing  able  to  jiuichase  witl»  it,  whatever 
was  offeretl  for  sale.  The  pninary  necessaries  of  life  possess 
these  properties  in  a  high  degree.  Jrtitid  is  extremely  di- 
visible, and  an  object  of  universal  desire.  Still,  this  is  not 
the  sort  of  thing  required :  for,  of  food,  unless  in  expecta- 
tion of  a  scarcity,  no  one  wishes  to  pusbess  mure  at  once, 
than  is  wanted  for  immediate  consumption ;  so  that  a  per- 
son is  never  sure  of  finding  an  immediate  purchaser  for  arti- 
cles of  food ;  and  uidess  soon  disposed  of,  most  of  theiu 
perish.  The  tiling  which  people  would  select  to  keep  by 
them  for  making  pm'chases,  must  be  one  wliich,  besides  be- 
ing divisible,  and  generally  deab-ed,  does  uot  deteriorate  by 
keeping.  This  reduces  the  choice  to  a  email  number  of 
articlea. 

§  2.  By  a  tacit  coneiurence,  almost  all  nations,  at  a 
very  early  period,  fixed  upon  certain  metals,  and  especially 
gold  and  silver,  to  serve  tliis  purpose.  Xo  other  substances 
unite  the  necessary  qualities  in  so  great  a  degree,  with  so 
many  subordinate  advantages.  Next  to  food  and  clothing, 
imd  in  some  climates  even  before  clothing,  the  strongest  in- 
{:linatiou  in  a  rude  state  of  suciety  is  for  personal  ornament, 
iud  for  the  kind  of  distinction  which  is  obtained  by  rarity 
ur  costliness  in  such  ornaments.  After  the  immediate  ne- 
cessities of  life  were  satisfied,  every  one  was  eager  to  ae- 
ciimulatc  as  great  a  store  as  possible  of  things  at  once  costly 
and  ornamental ;  which  were  chiefly  gi>ld,  silver,  and  jewels. 
Theae  were  the  things  which  it  most  pleased  every  one  to 
possess,  and  which  there  was  most  certainty  of  finding  others 
willing  to  receive  in  exchange  for  any  kind  of  produce. 
They  were  among  the  mut-t  imperishable  of  all  substances. 
They  were  also  jwrtable,  and  containing  great  value  in  small 
bulk,  were  easily  hid ;  a  consideration  of  u^uciVi  \u\^vrt,«cii)i^ 
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in  aa  age  of  in&ecnrity.  Jewels  are  inferior  to  gold  antl 
silver  in  tlie  quality  of  divisibility  ;  and  are  of  very  various 
qualities,  not  to  be  accurately  discriminated  witliout  great 
trouble.  Gold  and  silver  are  eniineutly  divisible,  and  when 
pmv,  always  of  the  eauie  quality  ;  and  tlieir  purity  may  lie 
ascertained  and  certified  by  a  public  autbority. 

Accordingly,  tliough  fill's  have  been  employed  as  money 
in  fiome  countries,  cattle  in  others,  in  Chinese  Tartary  cubes 
of  tea  closely  pressed  together,  the  elielle  called  cowries  on 
tlie  coafit  of  Western  Africa,  and  in  Ahystiuia  at  this  day 
blocks  of  rock  salt ;  though  even  of  nictaU,  the  less  cogtly 
have  sometimes  been  chosen,  as  ii*ou  in  Lacedfenion  from  an 
ascetic  policy,  copper  in  the  early  Koman  republic  from 
the  poverty  of  tlie  people  ;  gold  and  silver  have  been  gener- 
ally preferred  by  nations  which  were  able  to  obtain  tliem, 
eitlier  by  industry^  commerce,  or  conquest.  To  the  qualities 
which  originally  i-econnneuded  ihem,  another  eimie  to  be 
added,  tlie  importance  of  which  only  unfolded  itself  by 
degrees.  Of  all  commodities,  they  are  among  the  least  in- 
fluenced by  any  of  the  causes  which  produce  fluctuations 
of  value.  No  commodity  is  quite  free  from  s^ch  fluctu- 
ations. Gold  and  silver  have  sustained,  since  the  beginning 
of  history,  one  great  permanent  alteration  of  value,  from 
the  discovery  of  the  American  mines  ;  and  some  temporary 
variations,  such  as  that  which,  in  the  last  great  war,  was 
produced  by  the  absorj^tion  of  the  metals  in  Iioards,  and  in 
the  military  chests  of  the  immense  armies  constantly  in  the 
field.  In  the  present  age  the  oi»cniug  of  new  sources  of 
supply,  so  abundant  as  the  Ural  mountains,  California,  and 
Australia,  may  l)e  the  commencement  of  another  period  of 
decline,  on  the  limits  of  whicli  it  would  be  useless  at  present 
to  speculate.  But  on  the  whole,  no  commodities  are  so 
little  exposed  to  causes  of  variation.  They  fluctuate  less 
than  almost  any  other  tilings  in  their  cost  of  production. 
And  Irora  their  durabihty,  the  total  quantity  in  existence 
is  at  all  times  so  great  in  proportion  to  the  annnal  supply, 
^t  the  effect  on  value  even  of  a  change  in  the  cost  of  i>ro- 


duction  is  not  sudden  :  u  very  long  time  being  required  to 
diminish  uiaterially  the  quantity  in  existenee,  and  even  to 
inc^eaJ^e  it  very  gi'eatly  not  being  a  raiiid  process.  Gold 
and  silver,  thereibrt,  arc  more  tit  than  any  otlier  conmiodity 
to  be  the  subject  of  engagements  for  receiving  or  paying  a 
given  quanlily  at  sunie  distant  {>eriod.  If  tlie  entm^cnicnt 
were  made  in  corn,  a  failure  of  crops  might  increase  the 
burthen  of  the  payment  iu  one  year  to  fourfold  what  was 
intended,  or  an  exuberant  harvest  sink  it  in  another  to  one- 
fourtb.  If  stipulated  iu  clotli,  eome  manufacturing  inven- 
tion might  i>ermaueutly  reduce  the  payment  to  a  tenth  of 
iu  original  value.  Sucli  things  have  occurred  even  in  the 
case  of  payments  stipulated  in  gold  and  silver;  but  the 
great  faU  of  their  value  after  the  discovery  of  Amoricnj  is, 
as  yet,  the  only  auihenticated  instance ;  and  iu  this  case 
the  change  was  extremely  gruduul,  being  spread  over  a 
period  of  juany  years. 

TThen  gold  and  silver  had  become  virtually  a  medium 
of  exchange,  by  becoming  the  things  fi^^whicli  people  gen- 
erally sold,  and  with  which  tboy  generally  bought,  whatever 
they  had  to  sell  or  to  buy ;  the  contrivance  of  couiing  ob- 
viously suggested  itself.  By  this  process  the  metal  was 
divided  into  convenient  portions,  of  any  degree  of  smallness. 
Mid  bearing  a  recognised  proportion  to  one  another;  and 
the  trouble  was  saved  of  weighing  find  assaying  at  every 
change  of  possessors,  an  inconvenience  which  on  the  occa- 
sion of  small  purchases  would  soon  have  become  insupport- 
able. Governmenrs  fuund  it  theii*  interest  to  take  tlie  oper- 
ation into  their  own  hands,  and  to  interdict  all  coining  by 
private  persons  ;  indeed,  their  guarantee  was  often  the  only 
one  which  would  have  been  relied  on,  a  reliance  however 
ffliieh  very  often  it  ill  deserved  ;  protligate  governments 
having  nntil  a  very  modern  pL*riod  seldom  scrupled,  for  the 
^ke  of  robliing  their  creditors,  to  confer  on  all  otlier  (lebtors 
ahcence  to  rob  iheirs,  hy  the  shallow  and  impudent  artifice 
of  lowering  the  standard  ;  that  least  covert  of  all  modes  of 
knavery,  which  consists  in  calling  a  shilling  a ^xm!^., \\\^X. 
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a  debt  of  a  hundred  ponnds  may  he  cancelled  by  the  par- 
iiient  of  a  hundred  shillings.  It  would  have  been  as  einiple 
a  plan,  and  would  have  answered  the  pnrp(»se  as  well,  to 
have eniictmi  that  "  a  huudied  "  tihrnild always  be  interpreted 
to  mean  live,  which  would  have  effected  the  sanie  reduction 
in  all  pecnniary  contracts,  and  would  not  have  been  at  all 
more  shameless.  Such  strukes  of  policy  liave  nnt  wholly 
ceased  to  be  recommended,  but  they  have  ceased  to  be  prac- 
tised; except  occasionally  throui^di  the  modium  of  ]>ai»er 
money,  iu  which  case  llie  character  of  tlie  trant^action,  from 
the  greater  obscurity  of  the  Bubject,  is  a  little  less  barefaced. 

g  3.  Money,  when  its  use  has  grown  habitual,  is  the 
medium  through  which  the  incomes  of  the  different  metn- 
bers  of  tlie  community  are  distributed  to  theia,  and  the  mea- 
sure by  which  they  catinuitc  their  j>038cs^iontt.  As  it  is 
always  by  means  of  money  that  people  provide  for  their 
different  neeesaities,  there  grows  np  in  their  minds  a  power- 
ful association  loadSn^^  them  to  regard  mone\'  as  wealtJi  in 
a  more  peculiar  sense  than  any  other  article ;  and  even 
those  who  pass  their  lives  in  the  production  of  the  most 
useful  objerta,  acquire  the  lialiit  of  n^garding  those  obJL'cts 
as  cluefly  important  by  their  capacity  of  being  exchanged 
for  money.  A  person  who  parts  with  money  to  obtain 
commodities,  unless  he  intends  to  sell  them,  a]>pear8  to  the 
imagination  to  be  making  a  worse  bargain  than  a  person 
who  parts  with  commodities  to  get  money  ;  the  one  seome 
to  be  spending  hi.s  means,  the  otlicr  adding  to  them.  Illu- 
sions which,  though  now  in  some  measure  dispelled,  were 
long  powerful  enough  to  overmaster  the  mind  of  every 
politifian,  both  spotniktive  and  practical,  in  Europe. 

It  must  be  evident,  lunvuver,  that  the  mere  introduction 
of  a  particular  mode  of  exchanging  things  for  one  another, 
by  first  exchanging  a  thing  for  money,  and  then  exchanging 
the  m(iney  for  something  else,  makes  no  difference  in  the 
essential  character  of  transactions.  It  is  not  with  money 
that  thJDgs  are  really  purchased.     Nobody's  income  {except 
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that  of  the  gold  or  silver  miner)  is  derived  from  the  precious 
metals.  The  pouuds  or  shilliiiijs  which  a  person  receives 
weekly  or  yearly,  are  not  what  constitutes  his  income;  they 
are  a  sort  of  tickets  or  oitlers  wliit^h  he  (^an  prtswit  for  pay- 
ment at  atiy  shop  he  pleases,  and  whicli  entitle  him  to  re- 
ceive a  certain  value  of  any  ctunuiodity  Ihat  lie  makes  choice 
of.  The  farmer  pays  his  laboiu-ers  and  his  landloinl  in  these 
tickets,  as  the  most  convenient  phui  for  himself  and  them ; 
hnt  their  real  income  is  their  share  of  his  com,  cattle,  and 
haj",  and  it  makes  no  essential  diflerence  whetlaer  lie  dis- 
tributes it  to  them  directly,  or  sells  it  for  them  and  gives 
them  the  price ;  but  as  they  would  have  to  sell  it  for  money 
if  he  did  not,  and  as  he  is  a  seller  at  any  rate,  it  Itest  suits 
the  purposes  of  all,  that  he  should  sell  their  share  along  with 
bis  own,  and  leave  the  labourers  more  leisure  for  work  and 
the  landlord  for  being  idle.  The  capitalists,  except  those 
who  ai'C  producers  of  the  precious  metals^  derive  no  part  of 
their  income  from  those  metals,  since  tliey  only  get  them 
by  buying  them  Avith  their  o^-n  produce :  while  all  other 
persons  have  their  incomes  pEiid  to  tliem  by  tlie  capitalists, 
or  by  those  who  have  received  payment  from  the  capitalists, 
and  as  the  capitalists  have  notliing,  from  the  first,  except 
their  produce,  it  is  that  and  nothing  else  which  supplica  all 
incomes  funiished  by  them.  Tliere  cannot,  in  short,  be  in- 
trinsically &  more  insignificant  thing,  in  the  economy  of 
society,  than  money ;  except  in  tlie  character  of  a  contriv- 
ance for  sparing  time  and  labour.  It  is  a  machine  for  doing 
quickly  and  commodiously,  what  would  be  done,  though 
less  quickly  and  commodiously,  without  it :  and  like  many 
other  kinds  of  macliinery,  it  only  exerts  a  distuict  and  inde- 
pendent influence  of  its  own  when  it  gets  out  of  order. 

The  introduction  of  money  does  not  interfere  with  the 
operation  of  any  of  the  Laws  of  Value  laid  down  in  the  pre- 
ce<Iing  chapters.  Tlie  reasons  which  make  the  temporary 
or  market  value  of  things  depend  on  the  demand  and  sup- 
ply, and  their  average  and  permanent  values  upon  their 
cost  of  production,  are  as  ajijih'cable  to  a  moiiey  s^feXavrvaa 
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to  a  system  of  barter.  Things  wliich  bj  barter  would  ex- 
change for  oue  another,  will,  if  sold  for  money,  sell  for  an 
equal  amount  of  it,  and  bo  will  exchange  for  one  another 
still,  thuugh  tlic  process  of  excliauging  them  will  consist  of 
two  operations  instead  of  only  one.  The  relations  of  com- 
modities to  one  another  remain  unaltered  by  money :  the 
only  new  relation  introduced,  is  their  relation  to  money  it- 
self; how  much  or  how  little  money  they  will  exchange 
for ;  in  other  words,  how  the  Exchange  Value  of  money 
itself  is  determined.  And  this  is  not  a  question  of  any 
difficulty,  when  the  illusion  is  dispelled,  whicli  caused  money 
to  be  looked  upon  as  a  peculiar  thing,  not  goveraed  by  the 
same  laws  aa  other  things.  Mone}'  is  a  commodity,  and  its 
value  is  determined  like  that  of  other  commodities,  tempo- 
rarily by  demand  and  supply,  permanently  and  on  the  aver- 
age by  cost  of  production.  The  illustration  of  these  pKn- 
ciples,  coasidored  in  their  application  to  money,  must  be 
given  in  some  detail,  on  account  of  the  confusion  which,  in 
minds  not  scientifically  instructed  on  the  subject,  envelopes 
tlie  whole  matter ;  partly  from  a  lingering  reumant  of  the 
old  misleading  associations,  and  partly  from  the  mass'  of 
vapoiuy  and  baseless  speculation  with  which  this,  moi-e 
than  any  other  topic  of  political  economy,  \\ha  in  latter 
times  become  surrounded.  1  shall  therefore  treat  ofgflie 
Value  of  Money  in  a  chapter  apart  \ 


CHAPTER  VUI. 

OP  THE  VALUE  OF  MOXEV,  AS   DEPEKDEXT  ON  DEMA?a>~ 
AXD  SUPPLY. 


§  1.  It  is  Tintbrtunate  that  in  the  reiT  outset  of  the 
subject  "we  bare  to  clear  I'rom  uur  path  a  t'ormidable  am- 
biguity of  lauguage.  The  Vahie  of  Money  is  to  appearance 
an  expression  as  ]>recise,  as  free  frum  possibility  \jf  niii^iinder- 
standinjf,  as  any  in  science.  The  vahie  of  a  tliiriff,  k  what 
it  will  exchange  for :  the  vjihic,  nf  money,  is  what  money 
will  exchange  for;  the  purchasing  power  of  money.  If 
prices  are  low,  money  will  buy  mneli  of  other  things,  and 
is  of  high  value ;  if  pri'.vs  aro  high,  it  will  buy  little  of  other 
things,  and  is  of  low  value.  Tlie  vahie  of  money  is  inversely 
as  general  prices :  falling  as  they  rise,  and  risint^  as  they 
tall. 

^ut  unliappily  the  same  phrase  is  also  em]iloyBd,  in  the 
current  huiiiruage  of  coninieree,  in  a  very  different  senbc. 

tifiey,  which  is  so  commonly  understood  as  the  synonyme 
wealth,  is  more  especially  the  term  in  use  to  denote  it 
eu  it  is  the  subject  of  borrowing.  When  one  person  lends 
to  another,  as  well  iis  when  he  pays  wages  or  rent  to  an- 
other, what  he  transfers  is  not  the  mere  money,  but  a  right 
to  a  certain  value  of  the  produce  of  the  country*  to  be 
selected  at  pleasure ;  the  lender  having  first  bought  this 
right,  by  giving  for  it  a  portion  of  his  capital.  What  he 
really  leiul.s  is  so  much  caiiital ;  the  money  ie  the  mere  in- 
stniment  of  transfer.     But  the  capital  usually  passes  frum 

tlie  lender  to  the  receiver  through   the  means  either  of 
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money,  or  of  an  order  to  receive  money,  and  at  any  rate 
it  is  in  money  that  the  capital  is  computed  and  estimated. 
Hence,  bon'owing  capital  is  universally  called  borrowing 
money ;  the  loan  market  is  called  the  money  market :  those 
who  have  tlieir  capital  disposable  for  investment  on  loan 
are  called  the  monied  class :  and  the  equivalent  given  for 
the  use  of  capital,  or  in  other  words,  interest,  is  not  only 
called  the  interest  of  money,  but,  by  a  grosser  perversion 
of  terms,  the  value  of  money.  This  misapplication  of  lan- 
guage, assisted  by  some  fallacious  appearances  which  we 
shall  notice  and  clear  up  hereafter,*  has  created  a  general 
notion  among  persons  in  business,  that  the  Vahie  of  Money, 
meaning  the  rate  of  interest,  has  an  intimate  connexion  with 
the  Value  of  Money  in  its  proper  sense,  the  value  or  pur- 
chasing power  of  the  circulating  medium.  We  shall  return 
to  this  subject  before  long :  at  present  it  is  enougli  to  say, 
that  by  Value  I  shall  always  mean  Exchange  Value,  and 
by  money  the  medium  of  exchange,  not  the  capital  which 
is  passed  from  hand  to  hand  through  that  medium. 

§  2.  The  value  or  purchasing  power  of  money  depends, 
in  the  first  instance,  on  demand  and  supply.  But  demand 
and  supply,  in  relation  to  money,  present  themselves  in  a 
somewhat  different  shape  from  the  demand  and  supply  of 
■other  things. 

Tlie  supply  of  a  commodity  means  the  riuantity  offered 
for  sale.  But  it  is  not  usual  to  speak  of  offering  money  for 
eale.  People  are  not  usually  said  to  buy  or  sell  money. 
This,  however,  is  merely  an  accident  of  language.  In  point 
i)f  fact,  money  is  bought  and  sold  like  other  things,  when- 
ever other  things  are  bought  and  sold  for  money.  "Wlio- 
■ever  sells  corn,  or  tallow,  or  cotton,  buys  money.  "Whoever 
buys  bread,  or  wine,  or  clothes,  sells  money  to  the  dealer 
in  those  articles.  The  money  with  which  people  are  offer- 
ing to  buy,  is  money  offered  for  sale.  The  supply  of  money, 
then,  is  the  quantity  of  it  which  people  are  wanting  to  lay    ^ 

•  Infra,  ch.  xxUU  '^'^ 
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out  J  that  is,  all  the  money  they  have  in  their  pos&cwion, 
except  what  they  are  hoaniing,  or  at  least  keejung  hy  them 
as  a  reserve  fi^r  future  contingeiiriw:.  Tlic  enpj.ly  of  money, 
in  fihort,  is  all  the  money  in  circiiJffiion  at  the  time. 

Tlic  demand  for  money,  aj?aia,  consists  of  all  the  g;oods 
offered  for  sale.  Every  seller  of  goods  is  a  buyer  of  money, 
and  the  goods  lie  brings  with  him  constitntu  his  demand. 
Tlie  demand  for  money  diffi-rs  from  the  demand  for  other 
things  in  this,  that  it  is  limited  only  hy  Ihe  niL-ans  of  the 
purchaser.  The  demand  for  other  things  is  tor  so  much 
and  no  more ;  but  there  is  always  a  demand  for  as  mueh 
money  as  can  be  got.  Tei-sons  may  indeed  refuse  to  sell, 
and  withdraw  their  goods  from  the  market,  if  tliey  cannot 
get  for  them  what  they  consider  a  sufficient  }>rice.  But 
this  is  only  when  tbey  think  that  the  price  will  i*ise,  and 
that  they  shall  get  more  money  by  waiting.  If  they  thought 
the  low  price  likely  to  be  permanent,  they  would  take  what 
they  could  get.  It  is  always  a  sine  qu4  non  with  a  dealer 
to  dispose  of  Hs  goods. 

As  tJie  whole  of  the  goods  in  the  market  compose  the 
demand  for  money,  so  the  whole  of  the  money  constitutes 
the  demnnd  for  goods.  Tlie  money  and  the  goods  arc  seek- 
ing each  other  for  the  puri'ose  of  bcitig  exchanged.  Tliey  ' 
arc  reciproeally  supply  and  demand  to  ono  another.  It  is 
fudifferent  whether,  in  cliaraoteriiiing  the  jihenomena,  we 
i?j>eak  of  the  demand  and  supply  of  goods,  or  the  supply 
and  the  demand  of  money.  They  are  equivalent  expres- 
eions. 

TV"c  shall  proceed  to  illustrate  this  proposition  more  fully. 
And  in  doing  this,  the  reader  will  remark  a  great  diffei-ence 
between  the  class  of  questions  whii-li  now  occupy  ue,  and 
those  which  we  jircviously  had  under  discussion  respecting 
Values.  In  considering  A^alue,  we  were  only  concerned 
with  causes  which  acted  u['0u  |>articular  commodities  apart 
from  the  rest.  Causes  whiL-h  affect  all  commodities  alike, 
[o  DOt  act  ui)on  values.  But  in  considering  the  relation 
letween  goods  and  money,  it  h  with  the  causes  tt\at  o^^TaXsj 
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upon  all  goody  whatever,  tlxat  we  are  especially  concerned. 
Wc  are  eonipiiriiig  goods  of  all  sorts  on  one  side,  with  mouey 
on  the  otiicr  side,  as  things  to  he  e^tchauged  against  each 
other. 

Suppose,  everytliing  else  being  the  eame,  that  there  is 
an  inereasu  in  the  qaaiitity  of  money,  say  by  the  arri\al  of 
a  foreigner  in  a  place,  witli  a  truarfuru  of  gold  and  r^ilvcr, 
"W^lien  he  commences  expending  it  (for  this  question  it  niat- 
tei-e  not  whctlior  productively  or  iinproductively),  be  adds 
to  the  supply  of  money,  and  by  the  same  act,  to  the  demand 
for  goods.  Doubtless  he  adds,  iu  the  first  instance,  to  the 
demand  only  for  certain  kinds  of  goods,  namely,  those  wludi 
he  selecta  for  purchase  ;  he  will  immediately  raise  the  price 
of  those,  and  so  far  as  lie  is  individually  concerned,  of  thoee 
only.  If  he  spends  his  funds  in  giving  entertainments,  he 
will  raise  the  prices  of  foo<_l  and  wine.  If  he  expends  them 
in  establisliing  a  maimfactory,  he  will  raise  the  prices  of  la- 
bour and  materials.  But  at  the  higher  prices,  more  money 
will  pass  int:»  the  hands  of  the  sellers  of  these  diflereut  arti- 
cles; and  they,  whether  labourers  or  dealers,  having  more 
money  to  lay  out,  will  create  an  increased  dt;mand  for  all 
the  things  which  they  aro  accustomed  to  purchase ;  these 
accordingly  will  rise  in  price,  and  so  on  until  the  rise  has 
reached  everything.  1  say  everything,  though  it  is  of  course 
possible  that  the  influx  of  money  miglit  take  place  through 
the  medium  of  some  new  class  of  consumer:?,  or  iu  such  a 
manner  as  to  alter  the  proportions  of  differeut  classes  of 
conauraei'S  to  one  another,  so  that  a  greatei-  share  of  the 
national  incouic  than  before  woultl  thenceforth  be  expendetl 
in  some  articles,  and  a  smaller  in  others ;  exactly  as  if  a 
change  had  taken  place  in  the  tastes  and  wants  of  the  com- 
munity. If  tins  were  the  case,  then  until  jiroductiou  had 
accommodated  itself  to  tbis  change  in  the  comparative  de- 
mand for  different  tilings,  there  would  be  a  real  alteration 
in  vftlnes,  and  some  things  would  rise  in  price  more  thaii 
otlici's,  while  some  perhaps  would  Jiot  rise  at  all.  These 
c'/fecrs,  howcvcrj   would   evidently   proceed,  not   from    tlie 
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mere  increase  of  money,  but  from  accessory  cirenmBtancea 
attending  it.  We  are  now  only  called  upon  to  consider 
what  wonld  be  tbe  efl'eet  of  an  increiise  of  money,  cont^id- 
ered  by  itself.  Supposing  the  money  in  the  hands  of  indi- 
viduals to  be  ineit^neetl,  the  wants  aTid  inclinations  of  the 
community  collectively  in  resj>ect  to  conenrnption  ruinnining 
exactly  the  same ;  the  in(rt'ai>c  of  demand  woidd  reach  all 
things  equally,  and  there  wonhl  bo  an  nniversa!  rise  of 
prices.  We  might  enppose  \rith  nnnie,  that  eomc  morniui^, 
every  pemon  in  the  nation  shrndd  wake  and  find  a  gold  coin 
in  his  pocket :  this  examjile,  however,  would  involve  an 
alteration  of  tlie  proportione  in  the  demand  for  difFere!it 
commodities;  the  luxuries  of  the  poor  wonUl,  in  the  first 
instance,  be  raised  in  price,  in  a  much  greater  degi*ee  than 
other  tilings.  Let  us  latlier  5U}>pose,  therefore,  that  to  every 
pomid,  or  shilling,  or  penny,  in  tlie  poeseesion  of  any  one, 
another  pound,  shilling,  or  penny,  were  suddenly  added. 
There  would  be  an  increased  money  flemand,  and  conse- 
quently an  increased  money  value,  or  price,  for  things  of 
all  sorts.  This  increased  value  would  do  no  good  to  any 
one;  would  make  no  diiference,  except  that  of  having  to 
reckon  pounds,  ehillings,  and  pence,  in  higher  numbers.  It 
would  be  an  increase  of  values  only  as  estimated  in  money, 
a  thing  only  wanted  to  buy  other  things  with;  and  would 
not  enable  any  one  to  buy  more  of  them  than  before.  Pnces 
would  have  risen  in  a  c^'iiain  ratio,  and  the  value  of  money 
wonld  Iiave  fallen  in  the  saTne  ratio. 

It  is  to  be  remarked  tliat  tliis  ratio  would  bo  precisely 
that  in  which  the  quantity  of  money  ha<l  been  increased. 
If  the  whole  money  in  cii'cntation  was  doubled,  prices  would 
be  doublwl.  If  it  was  only  increased  one-fourth,  prices 
wonld  rise  one-fourth.  Tliere  wonld  be  one-fomth  more 
money,  all  of  whidi  would  be  used  to  purchase  goods  of 
Pome  description.  Wlien  tliere  had  been  time  for  the  in- 
creased sxipply  of  money  to  reach  all  markets,  or  (according 
to  the  conventional  metaphor)  to  permeate  all  the  channels 
of  circulation,  all  pi-ices  M'ould  have  risen  one4o\vc\\\.    "^ivA 
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the  general  ri&e  of  jtrice  i&  iiidepcndeut  of  tins  diffusing  and 
equalizing  procetjs.  Even  it'  ^nic  priees  were  raised  more, 
an<]  others  less,  the  average  ri^e  would  be  one-foiu'lh.  Tliis 
is  a  neee&saiy  eonsetptenee  of  the  fact,  that  a  fourth  moro 
money  would  have  beeu  given  for  only  the  same  quantity 
of  goods.  General  priceii,  therefore,  would  in  any  case  he 
a  fourth  higher. 

The  very  same  effect  would  be  produced  on  prices  if  we 
suppose  the  goods  diminished,  instead  of  the  money  in- 
created  ;  and  the  contrary  effect  if  tlie  goods  were  increased, 
or  the  money  dhnmiehed.  If  there  were  less  money  in  the 
hands  of  the  community,  and  the  same  amount  of  goods  to 
be  sold,  less  money  altogether  would  be  given  for  them,  and 
they  would  be  sold  at  lowei*  prices ;  lower,  too,  in  the  pre- 
cise ratio  in  which  the  money  was  diminished.  So  that  the 
value  of  money,  other  things  being  the  same,  varies  inversely 
as  its  quantity;  every  increase  of  quantity  loweringJthe 
value,  and  every  diminution  raising  it,  in  a  ratio  exactly 
equivalent. 

This,  it  must  bo  observed,  is  a  property  peculiar  to 
money.  We  did  not  find  it  to  be  true  of  commodities  gen- 
erally, tliat  ever)'  dlminulion  of  supply  raised  the  value 
exactly  in  proportion  to  the  deficiency,  or  that  eveiy  in- 
crease lowered  it  in  the  precise  ratio  of  the  excess.  Some 
things  ai*o  usually  affected  in  a  greater  ratio  than  that  of 
the  excess  or  deticiency,  others  usually  in  a  less ;  beeanse, 
in  ordinary  cases  of  demand,  the  desire,  being  for  the  thing 
itself,  may  be  stronger  or  weaker  ;  and  the  amount  of  what 
people  are  willing  to  expend  on  it,  being  in  any  case  a 
limited  quantity,  may  be  affectetl  in  very  unequal  degi-ees 
by  difficulty  or  facility  of  attainment.  But  in  the  case  of 
money,  which  is  ^lesired  as  the  means  of  universal  purchase, 
the  demand  consists  of  evcrytliing  which  people  have  to 
sell  ;  and  the  only  limit  to  what  they  are  willing  to  give, 
is  the  limit  set  by  their  having  nothing  more  to  otf*^.  Tlte 
whole  of  the  goods  being  in  any  case  exchanged  for  the 
whole  of  the  money  which  comes  into  the  market  to  be  laid 
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out,  they  will  sell  for  leBs  or  more  of  it,  exactly  according 
at  less  or  more  is  brought. 

§  3.  From  what  ]>i*ecede8,  it  might  for  a  moment  be 
supposed,  that  all  Um  goods  on  salo  iu  a  country  at  any  one 
time,  are  exchanged  for  all  the  money  uxialing  and  in  cir- 
culation at  that  same  time :  or,  in  other  words,  tliat  there 
is  always  in  circulation  in  a  country,  a  t|uautity  of  money 
erjual  in  value  to  the  whole  of  the  goo<U  then  and  there  on 
sale.  But  this  would  be  a  complete  misapprehen^ion.  The 
money  laid  out  is  equal  in  value  to  the  goods  it  purchases ; 
but  the  quantity  of  money  laid  out  is  not  the  same  tlung 
with  the  quantity  in  circulation.  As  the  money  pa&aes  trom 
hand  to  hand,  the  same  piece  of  money  is  laid  out  many 
times,  before  all  the  things  on  sale  at  one  time  are  purchased 
and  iinally  removed  from  the  market :  and  each  j>ound  or 
dollar  must  be  counted  for  as  many  pounds  or  dollars,  as 
the  numljcr  of  times  it  changes  hands  iil  oidcr  to  efloct  tliis 
object.  The  greater  part  of  the  goods  must  also  be  comited 
wore  than  once,  not  only  because  most  things  pass  through. 
the  liauds  of  several  sets  of  inanutacturei-s  and  dealers  before 
they  assume  (he  form  in  which  they  arc  finally  consumed, 
but  because  in  times  of  speculation  (and  all  times  are  so, 
more  or  less)  the  same  goods  are  often  bonght  repeatedly, 
to  bo  resold  for  a  profit,  before  they  are  bought  for  the  pur- 
pose of  consumption  at  all. 

If  we  assume  the  quantity  of  goods  on  sale,  and  the 
nnmlxT  of  times  those  goinls  are  resold,  to  be  fixed  quanti- 
ties, the  value  of  money  will  de])end  upon  its  quantity,  to- 
gether M'ith  the  average  number  of  times  that  each  piece 
changes  hands  in  the  process.  Tlie  whole  of  the  goods  sold 
(counting  each  resale  of  the  same  goods  aa  so  much  added 
to  tlifir  gooi^p)  'have'be<^n  exchanged  for  tW^vlude  of  the 
money,  multiplied  by  the  number  of  purchases  made  oil  the 
■  arerage  by  each  piece.  Consequently,  the  amount  of  goo^ls 
and  of  transactions  being  the  same,  the  value  of  money  is 
inversely  as  its  quantity  multiplied  by  what  ia  call^  tUsi 


rapidity  of  circulation.     And  the  qnantity  of  nioiiej  in  cir* 
filiation,  is  equal  to  the  money  value  of  all  the  goods  sold, 
divided  by  the  number  which  expresses  the  rapidity  of  cie^h 
culation.  ^| 

The  phrase,  rai)idity  of  circulation,  requu'es  6ome  coni« 
ment.  It  nuut  not  be  undei-stood  to  mean,  the  iiuuiber  of 
purohuses  made  by  each  piece  of  money  in  a  given  time. 
Time  ifi  not  the  thing  to  be  considered.  The  state  of  society 
may  be  euch,  that  each  piece  of  money  hanlly  performs  more 
than  one  purcha&e  in  a  year ;  but  if  this  arises  from  the 
small  number  of  transactions — from  the  small  amount  of 
business  done,  the  Mant  of  activity  in  traffic,  or  because 
what  traffic  tliere  is,  mostly  takes  place  by  barter — it  con- 
stitutes no  reason  why  prices  should  be  lower,  or  the  value 
of  money  higher.  The  essential  point  is,  not  how  often  the 
same  money  changes  hands  in  a  given  time,  but  how  often 
it  changes  hands  in  order  to  perform  a  given  amount  of 
traffic,  "W"e  must  compare  the  number  of  purchases  made 
by  the  money  in  a  given  time,  not  with,  the  time  itself,  but 
with  the  goods  soM  in  that  same  time.  If  each  piece  of 
money  changes  hands  on  an  average  ten  times  while  goods 
are  sold  to  the  value  of  a  million  sterling,  it  is  evident  that 
the  money  required  to  circulate  those  goods  is  100,0<*iO?. 
And  conversely,  if  the  money  in  circulation  is  100,000^., 
and  each  piece  changes  hands  by  the  purchase  of  goods  ten 
times  in  a  month,  the  sales  of  goods  for  money  which  take 
phice  evtiry  month  must  amount  on  the  average  to  1,000,000?. 

Rajiidity  of  circulation  being  a  j>hrasc  so  ill  adapted 
to  express  the  only  thing  which  it  is  of  any  importance  ti 
express  by  it,  and  having  a  tendency  to  confuse  tlie  subject 
by  suggesting  a  uu.'aning  extremely  different  from  tlie  one 
intentlcxl,  it  would  be  a  good  thing  if  the  phrase  could  be 
got  nd  of,  and  another  substituted,  more  directly  significant 
of  tlie  idea  meant  to  be  conveyed.  Some  such  ex]>ression 
as  **  the  efficiency  of  money,"  though  not  unexceptionable, 
would  do  better ;  as  it  would  point  attention  to  the  quan- 
t/t}^  of  work  done,  without  suggesting  the  idea  of  estimating 
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it  by  time.  Until  an  »])pi*opriate  term  can  be  devised,  we 
must  be  content  wlien  ambiguity  is  to  be  appreliended.  to 
express  the  idea  by  the  eivcniinloention  which  alone  conveys 
it  adequately,  namely*  the  averajre  munber  of  j)urchn6e5 
made  by  each  piece  in  order  to  aflect  a  given  pecuniary 
amonnt  of  transactions. 


§  4.  The  proposition  which  we  have  laid  down  respect- 
ing the  dependence  of  general  prices  upon  the  (juantity  of 
money  iu  cireulHtioii,  must  l>o  midei-stoml  as  Hpplying  onlv 
to  a  state  of  tilings  iu  which  money,  that  is,  gold  or  silver, 
h  tlie  fxt'lurfivu  instrument  of  exchange,  and  actually  passee 
from  hand  to  hand  at  every  puivhase,  credit  in  any  of  it« 
shapes  being  unknown.  When  cnxlit  comes  into  play  as  a 
means  of  purchasing,  distinct  from  money  in  hand,  wc  slmll 
hereafter  find  that  the  <'onncxion  between  prices  and  iIjc 
amount  of  the  eircidating  medium  is  umch  le^s  direct  and 
intimate,  and  that  such  connexion  as  does  exist,  no  longer  ad- 
mits of  so  simi>le  a  mode  of  exprL'Stsion.  But  on  a  subject  so 
full  of  complexity  as  tlmt  of  currency  and  i)rices,  it  is  neces- 
sary to  lay  the  foundation  of  our  theory  in  a  thorough  un- 
derstanding of  the  most  simple  cases,  which  we  shall  always 
find  lying  as  a  groundwork  or  substratum  under  those  which 
arise  in  practice.  Tliat  an  increase  of  the  quantity  of  money 
raises  prices,  and  a  diminution  lowers  them,  is  the  most  ele- 
mentary proposition  in  the  theory  of  currency,  and  without 
it  we  should  have  no  key  to  any  of  tlie  others.  In  any  state 
of  things,  however,  except  tlie  simple  and  primitive  •ne 
which  we  liave  supposed,  the  proposition  is  only  true  other 
things  being  the  same :  and  what  those  other  things  are, 
which  nmst  l>c  the  saute,  we  ai-e  not  yet  ready  to  pronounce. 
We  can,  however,  ]Mjint  out,  even  now,  one  or  two  of  the 
catttions  with  which  the  principle  must  be  guarded  in  at- 
tempting to  make  use  of  it  fur  the  practical  cxjtlanation  of 
phenomena ;  cautions  the  more  indisjiensable,  as  the  doc- 
I  trine,  though  a  scientific  ti-uth,  has  of  late  years  lieen  the 
fonndation  of  a  gi-eater  mass  of  false  theory,  and  etTou^^wt 
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interpretation  ot*  facts,  than  any  other  proposition  relating 
to  intiirchange.  li^roni  the  time  of  tlie  resum|»tioii  of  cash 
payments  by  the  Act  of  ISVJ,  and  especially  since  tlie  com- 
muruial  crisis  of  1825,  the  favourite  expluiiatiou  of  every  rise 
or  fall  of  prices  has  been  "  tlie  currency  ;"  and  like  niL>st 
jiopuUir  theories,  the  doctrine  has  been  applied  with  little 
regard  to  tlie  conditions  necessary  far  making  it  correct. 

For  example,  it  in  habitually  assumed  that  whenever 
there  is  a  greater  amount  of  money  in*  the  country,  or  in 
existence,  a  rise  of  prices  must  necessarily  follow.  But  this 
is  by  no  means  an  inevitable  consequence.  In  no  commod- 
ity is  it  the  quantity  in  existence,  but  the  quantity  ofiered 
for  sale,  that  determines  the  value.  Wliatever  may  be  the 
quantity  of  money  in  the  comitry,  only  that  part  of  it  will 
affect  prices,  which  goes  into  the  market  of  commodities, 
and  is  there  actually  exchanged  against  goods.  "Whatever 
increases  the  amount  of  this  portion  of  tlie  money  in  the 
country,  tends  to  raise  prices.  But  money  hoarded  does  not 
act  on  priceb.  Money  kept  in  resHrve  by  individuals  to 
meet  contingencies  which  do  not  occur,  does  not  act  on 
prices.  The  money  in  the  coffers  of  the  Bank,  or  retained 
iis  a  reserve  by  private  bankers,  doc-s  not  act  on  prices  until 
drawn  out,  nor  even  then  unless  drawn  out  to  be  e\]>ended 
in  commodities. 

It  fre<|uently  liappens  that  money,  to  a  coTisiiierable 
amount,  is  brought  into  the  country,  is  there  actulUly  in- 
vested as  capital,  and  atrain  flows  out,  without  having  ever 
once  acted  upon  the  markets  of  commodities,  but  only  upon 
tlie  market  of  secnrities,  or,  as  it  is  commonly  tliough  im- 
properly called,  the  money  market.  Let  us  return  to  tlie 
case  already  put  for  illustration,  that  of  a  tbreigner  landing 
in  the  country  with  a  treasui-e.  Wo  supixjsed  lum  to  em- 
ploy his  treasure  in  the  purchase  of  goods  for  his  own  use, 
or  in  setting  up  a  numufactory  and  emjdoying  laboin'cre; 
and  in  either  case  he  would,  aeteris  parib'jey  raise  pnces. 
But  instead  of  doing  uitber  of  these  things,  he  mijiht  very 
/vrobabl^  prefer  to  invest  Ids  fortune  at  interest;  wliicli  we 
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shall  suppose  him  to  do  lu  the  raost  obvious  way,  by  becoin- 
ling  a  compotitor  for  a  |wrtioii  of  th«  stdck,  cxi-liefjiicr  hills, 
railway  debentures,  mercantile  bills,  inort^a^e^,  &c.,  which 
aru  at  all  times  in  tlie  IihikU  of  the  public.  By  doing  this 
he  would  raise  the  prices  of  those  diftereiit  securities,  or  in 
other  words  would  lower  the  rate  vt'  iuterest ;  aud  since  this 
would  disturb  the  relation  ]>reviously  existing  between  tlie 
rate  of  interest  on  capital  in  the  country  itself,  and  that  in 
foreign  countries,  it  would  probably  induce  some  of  those 
who  had  tloating  capital  seelcing  eiiiph)yment,  to  send  it 
abroad  for  foreign  investment,  rather  than  buy  securities  at 
home  at  the  advanced  price.  As  much  money  might  thus 
go  out  as  had  previously  c<?nie  in,  while  tlie  prices  of  com- 
moiUties  would  have  shown  no  trace  of  its  temporary  pres- 
ence. This  is  a  ease  liighly  deserving  of  attention  :  aud  it 
I  is  a  fact  now  beginning  to  bu  recogni-sed,  that  the  pa:*sage 
[of  tlie  precious  rnetala  from  country  to  country  is  determiued 
much  more  than  was  formerly  ?ui)posed,  by  the  state  of  the 
'  loan  nuirket  in  diiierent  couutries,  and  much  less  by  the 
state  of  prices. 

Anotiier  point  must  be  adverted  to,  in  order  to  avoid 

I  serious  error  in  the  interpretation  of  mercantile  phenomena. 

If  there  be,  at  any  time,  an  increase  in  the  number  of  money 

transactions,  a   thing   contimnilly   liable   to   happen   from 

ijifferences  in  the  activity  of  speculatiouj  and  even  in  the 

time  of  year  (since  (certain  kindts  of  business  ai'c  transacted 

only  at  particular  seasons);   an  increase  of  the  cnproncy 

[which  is  only  ])r(njortional  to  this  increaHc  of  traiit^mitlons, 

\  and  is  of  no  longer  duration,  lias  no  tendency  to  raise  prices. 

At  tlie  (juarterly  periods  M^ien  thepuldic  dividends  are  paid 

ut  the  Bank,  a  sudden  increase  takes  place  of  the  money  in 

the  hands  of  the  public;    an   increa&e  estimated   at  from 

[a  fiflh  to  two-lifths  of   the  whole  issues  of  the  Bank  of 

England.     Yet  this  never  has  any  etlect  on  prices  ;  and  in  a 

^n*  Jew  weeks,  tlie  currency  has  again  thrunk  into  Us  usual 

I  dimensions,  by  a  mere  reduction  in  the  demands  of  the 

public  (after  so  copious  a  snppJy  of  ready  money")  fox  ajtcotn.- 
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modation  from  the  Bank  in  the  way  of  tliseoiint  or  loan. 
In  like  manner  the  currency  of  the  agricultural  districta 
fluctuates  in  amount  at  different  seasons  of  the  year  It  is 
always  lowest  in  August :  '*  it  risos  generally  towards  Clirist- 
mas,  and  obtains  its  greatest  elevation  about  Ladv-dnv, 
when  the  fanner  commonly  lays  in  his  stock,  and  has  U*  ]iav 
liis  rent  and  summer  taxes,"  and  when  he  therefore  makes 
liis  principal  applications  to  country  bankers  for  loans. 
'*  Those  viiriatioris  occur  with  the  same  regulai'ity  as  tlie 
season,  and  with  just  as  little  disturbance  of  the  markets  as 
the  quarterly  fluctuations  of  the  notes  of  the  Rank  of  Eng- 
lund.  As  soon  as  the  extra  payments  have  been  coin|iIeted» 
the  sujierfluous"  currency,  which  is  estimated  at  half  a 
raillion,  "  as  certainly  and  immediately  is  reabsorbed  and 
disappears.''  * 

If  extra  currency  were  not  forthcoming  to  make  these 
extra  payracnts,  one  of  three  things  must  ha}>|>en.  Either 
the  jiayments  must  be  made  without  money,  by  a  re 
sort  to  some  of  tliose  eoutrivauccB  by  which  its  use  is  dis- 
pensed with;  or  there  must  he  an  increase  in  the  rapidity 
of  circulation,  the  same  sum  of  money  l>eing  made  to  per- 
form more  pavments ;  or  if  neither  of  these  tilings  took 
])lace,  money  to  make  the  extra  j>aymentp  must  he  with- 
drawn from  the  market  for  commodities,  and  prices,  conse- 
quently, must  fall.  An  iTicrease  of  the  circulating  medium* 
conformable  in  extent  and  duration  to  the  temporary  stress 
of  businesB,  does  not  raise  prices,  but  merely  prevents  this 
fall. 

The  sequel  of  our  investigation  will  point  nut  many 
other  qualifications  with  which  the  proposition  must  be 
received,  that  the  value  of  the  circulating  medium  depends 
on  the  demand  and  supply,  and  is  in  the  inverse  ratio  of  the 
{jnantity  ;  qualifications  which,  under  a  complex  system  of 
credit  like  that  existing  in  England,  render  tlie  proposition 
an  extremely  incorrect  exprossicn  •>*'  tlie  fact. 

'  Fullartou  ou  the  Rtijulation  of  Currtneiet^  2nd  edit,  pp.  87 — e. 


CHAPTER  IX. 

OF  THE  VALtE  OF  MOXEY,  AS  DEPEXDENT  ON  COST  OP 
PRODUCTION. 


§  1.  Bdt  money,  no  more  than  commodities  in  general, 
has  its  value  definitively  determined  by  demand  and  supply. 
The  iiltiuiiite  regulator  of  its  value  is  Coat  of  Production. 

"We  are  supposing^  of  course,  that  things  arc  left  to  them- 
selves. Governments  have  not  always  left  things  to  them- 
selves. They  have  undertaken  to  i)rcvpiit  the  (jnantity  of 
money  from  adjuatmg  itself  accoidiug  to  spontaneous  laws, 
and  have  endeavoured  to  regulate  it  at  their  pleasure  ;  gen- 
erally with  a  view  of  keeping  a  greater  quantity  of  money 
in  the  country,  than  would  otherwise  have  remained  there. 
It  WU3,  until  lately,  the  policy  of  all  governments  to  inter- 
dict the  exportation  and  the  melting  of  money  ;  while,  by 
encouraging  the  exjjortation  an<l  impeding  the  importation 
of  other  things,  they  endeavoured  to  have  a  stream  of  money 
constantly  flowing  in.  By  this  course  they  gratified  two  pre- 
judices ;  they  drew,  or  thought  that  they  drew,  more  money 
into  tlie  country,  wliieli  they  believed  to  be  tantamount  to 
more  wealth  ;  and  they  gave,  or  thought  that  tliey  gave,  to 
all  producers  and  dealers,  high  prices,  which,  though  no 
real  advantage,  people  are  always  inclined  to  suppose  to  be 
one. 

In  this  attempt  to  regulate  the  value  of  money  artificially 
hy  means  of  the  supply,  governments  have  never  succeeded 
in  the  degree,  or  even  in  the  manner,  which  they  intcudeiL 
Their  prohibitions  against  exporting  or  melting  tlic  coin 
li.Tve  never  been  effectuHl.     A  commnd'Uv  o?   suiAi.  fevasiJCi. 


bulk  in  proportion  to  its  value  is  so  easily  smuggled,  and 
Btill  more  easily  melted,  that  it  has  been  im]iL>ssible  by  the 
most  Btriiiwcnt  measures  to  prevent  tlioae  operations.  All  the 
risk  whidh  it  wjis  iu  the  power  of  governments  to  attach  to 
them,  was  outweighed  by  a  very  moderate  profit.*  In  the 
more  indirect  mode  of  aiming  at  tlic  Bame  puqxise,  by  throw- 
ing difficndties  in  the  way  of  making  the  returns  for  exported 
goods  iu  any  other  commodity  tlian  money,  tliey  liave  not 
been  (piitc  so  unsuceesfifn].  Tliey  hav^  not,  indeed,  succeed- 
ed in  making  money  flow  continuously  int(^  the  country  ;  but 
they  have  to  a  ceitain  extent  been  able  to  keep  it  at  a  lugher 
than  its  natural  level ;  and  have,  thus  far,  removed  tlie  value 
of  money  from  exclusive  dependence  on  the  causes  which  fix 
the  values  of  things  not  aililicially  interfered  with. 

We  are,  however,  to  suppose  a  state,  not  of  artificial 
regulation,  but  of  freedom.  In  that  state,  and  assuming  no 
charge  to  he  made  for  coinage,  the  value  of  money  will  con- 
form to  the  value  of  the  bullion  of  which  it  is  made.  A 
pound  weight  of  gold  or  silver  in  coin,  and  the  same  weight 
in  an  ingot,  will  precisely  exchange  for  one  another.  On  the 
supposition  of  freedom,  the  metal  cannot  be  worth  mr)re  in 
the  state  of  bullion  than  of  coin  ;  for  as  it  can  be  melted 
without  any  loss  of  time,  and  with  liardly  any  expense,  this 
would  of  course  be  done  until  the  quantity  in  circulation 
was  so  much  diminished  as  t/)  equalize  its  value  with  th:it  of 
the  same  weiglit  in  bullion.  It  n)ay  be  thought  however 
that  the  coin,  though  it  cannot  be  of  less,  may  be,  and  being 
a  manufactured  article  will  naturally  be,  of  greater  value 
than  the  bullion  contained  in  it,  on  the  same  principle  on 
which  linen  cloth  is  of  more  value  than  au  equal  weight  of 
linen  yarn.     This  would  be  true,  were  it  not  tlaat  Govern- 

*  The  effect  of  the  jirohlhitiou  cannot,  liowever.  have  K'eu  so  entirely  Insig- 
nificant 08  il  hnK  biH'n  suppnytil  to  1»e  hy  m-riU're  on  the  euViject.  The  fat-ts  ad* 
duuL-d  by  Mr.  FuUarton.  in  the  note  to  poijo  7  of  his  work  on  the  Rt'gulntion  of 
CMrrencit-a,  uliow  thai  it  rwiuirt-d  o  greater  percenuigc  of  diR'ercnce  in  value  be- 
tween coin  and  i>ullinn  ihan  lias  commonly  b<.*vu  imaged,  to  bring  tbc  coin  la 
the  melting-pot. 
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mcnt,  in  this  conntry  and  in  6oine  others,  coiriR  money  grntis 
for  aiiy  one  who  t'lirnishes  the  metal.  The  labour  sind  ex- 
pense of  coinage,  when  not  charged  to  the  posseesor,  do  not 
raise  the  value  of  the  article.  If  Governraent  opened  an 
fttfice  -where,  on  delivery  of  a  given  weight  of  yuru,  it  re- 
turned the  same  weight  of  eloth  to  any  one  who  asked  for 
it,  cloth  would  be  worth  no  more  in  the  market  than  the 
yam  it  contained.  As  soon  as  coin  is  worth  a  fractiuD  more 
than  tlie  value  of  the  bullion,  it  becomes  the  interest  of  the 
holders  of  bullion  to  send  it  to  be  coined.  If  Government, 
however,  throws  the  exi>en&e  of  coinage,  as  is  reasonable, 
upon  the  holder,  by  making  a  charge  te  cover  the  expense 
(which  is  done  by  giving  liack  rather  lees  in  coin  thiin  has 
been  received  in  bullion,  and  is  called  levying  a  seignorage), 
the  coin  will  rise,  to  the  extent  of  the  seignorage,  above  the 
value  of  the  bnllion.  If  the  niitit  kej)t  back  one  per  cent,  to 
pay  the  expense  of  coinage,  it  would  be  against  the  interest 
of  the  holders  of  bullion  to  have  it  coined,  until  the  coin 
was  more  valuable  than  the  bullion  by  at  least  that  fraction. 
The  coin,  therefore,  would  be  kept  une  per  ceut  higher  in 
value,  which  could  only  be  by  keeping  it  one  per  cent  less 
in  quantity,  than  if  its  coinage  were  gratuitous. 

The  Government  might  attempt  to  obtain  a  profit  by  the 
transaction,  and  might  lay  on  a  seignorage  calculated  for 
that  purpose;  but  whatever  they  took  for  coinage  beyond 
its  expenses,  would  be  so  much  piulit  on  ]>rivate  coining. 
Coining,  though  not  so  easy  an  operation  as  melting,  is  far 
from  a  difficult  one,  and,  when  the  coin  produced  is  of  full 
weight  and  standard  fineness,  is  very  difficult  to  detect.  h\ 
tlierefore,  a  profit  could  be  made  hy  coining  good  money,  it 
would  ceitainly  be  done  :  and  the  attempt  to  make  6t;ignor- 
age  a  source  of  revenue  would  be  defeated.  Any  attempt 
to  keep  the  value  of  the  coin  at  an  artificial  elevation,  not 
by  a  seignorage,  but  by  refusing  to  coin,  would  bo  frustratod 
ID  the  eaiue  maitner.* 


•  In  England,  llmugU  there  la  no  seig^iioi-age  on  gold  com  (lUe  1A\UV  tttaniMi^ 
tin  ctHD  the  sasne  wfi^C  of  pare  metal  whlvh  it  receivjta  ia  \iu\lVonY,  V\«rTfe  \a  ». 
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§  2,  The  valne  of  money,  tliun,  coiitbrms,  permanently^ 
and,  in  a  state  of  freedom,  almo&t  immediately,  to  tlie  value 
Iff  tlie  metal  of  which  it  is  made  ;  ^\^tU  the  audition,  or  not, 
of  thti  expenses  of  coinage,  according  as  tliose  expenires  are 
borne  by  the  individual  nr  by  the  state.  This  eimpliMes  ex- 
tremely the  question  which  we  have  here  to  consider :  since 
gold  and  silver  bullion  are  eoiumodities  like  any  others,  and 
their  value  depends,  like,  that  of  other  things,  on  their  cost 
of  production. 

To  the  majority  of  civilized  countries,  gold  and  silver  are 
foreign  products:  ami  the  circumstances  which  govern  the 
values  of  foreign  products,  present  some  questions  wliieh  we 
are  not  yet  ready  to  examine.  Fur  the  present,  therefore, 
we  nmst  sujiposc  the  countr\-  which  is  the  snlject  of  our  in- 
quiries, to  be  supplied  with  gold  and  silver  by  its  owd 
mines,  reserving  for  future  consideration  how  far  our  con- 
clut^ions  re<[uire  mudificatlon  to  adapt  them  to  the  more 
usual  ca.se. 

Of  the  three  classes  into  which  commodities  are  divided 
— those  absolutely  limited  in  supply,  those  which  may  be 
had  in  unlimited  quantity  at  a  given  cost  of  production,  and 
those  which  may  be  had  in  unlimited  quantity,  but  at  an 
increasing  cost  of  producti<.fn — the  precious  metals,  being 
the  produce  of  mines,  belong  to  the  third  class.  Tlieir 
natural  value,  therefore,  is  in  the  long  run  proportional  to 
tlieir  cost  of  production  in  the  most  unfavonraljle  existing 
circumstances,  that  is,  at  the  worst  mine  which  it  is  neces- 
sary to  work  in  order  to  obtain  the  required  supply,  A 
pound  weight  of  gold  will  in  the  gold-producing  countries, 
ultimately  tend  to  exchange  for  as  much  of  eveiy  other  com- 
modity, as  is  produced  at  a  cost  equal  to  its  own  ;  meaning 

delay  of  a  few  weeks  nXtcr  the  bulliun  iii  ikposiiud,  before  the  coin  can  be  ob- 
tuinuJ,  oeeaaioning  &  loss  of  intL'rt'ct,  whicli,  to  the  holder,  is  equivalent  tn  a 
irifliiig  seijpiorng*;.  From  this  cause,  the  value  of  coin  ia  la  general  slightly 
above  timt  of  the  bullii^a  it  coutaiiis.  An  ounce  of  gold,  according  to  tlie  quan- 
titj-  of  metal  in  a  Eovcreigii,  ebould  be  worth  3/.  17*.  M^d.;  but  ii  wa<  uctially 
guotod  at  3/.  ?7a  ft:/.,  until  the  Bank  Chnrtcr  Act  of  1844"n)«do  it  Impenittvc 
"//  rhp  Bnok  M  give  its  notes  for  all  Imllion  offerovV  lo  U  at  tlw  rate  of  3/.  17*.  ft«i 
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hy  its  own  cost  the  cost  in  Iftbour  antl  expense,  at  the  leabt 
productive  sources  of  :?Hj)ply  which  tlic  then  existing  de- 
mand makes  it  necessary  to  work.  The  average  value  of 
gold  is  made  to  conlbrin  to  its  natural  vahie  in  tlie  aaine 
manner  us  the  values  of  otlier  things  are  made  to  conform 
to  their  natural  value.  Sup])ose  tluit  it  were  selling  above 
its  natural  value ;  that  is,  above  the  value  which  is  an 
equivalent  for  the  labour  and  exjiense  of  mining,  and  lor 
the  rieks  attending  a  branch  of  indnsti*y  in  which  nine  ont 
of  ten  experiments  have  usually  been  failures.  A  jiiirt  of 
the  mass  of  floating  capital  which  is  on  the  look-out  for  in- 
vestment, would  take  the  direction  of  mining  enterprise ; 
the  supply  would  thus  be  increased,  and  the  value  would 
fell.  If,  on  the  contrary,  it  were  selling  below  its  natural 
value,  miners  would  not  be  obtaining  the  ordinary  profit ; 
they  would  slacken  Ihoir  works  ;  ii'  the  depreciation  was 
gi'eat,  BOiue  of  the  interior  mines  would  perhaps  stop  work- 
ing altogether:  and  a  falling  ofl'  in  the  annual  supply,  pre- 
venting tlie  annual  wear  and  tear  from  being  completely 
comptensated,  would  by  degrees  reduce  the  ijuantity,  and 
restoJ^  the  value. 

When  examined  more  closely,  the  following  are  the 
details  of  the  process.  If  gold  is  above  its  natural  or  cost 
value — the  eoiu,  as  we  have  seen,  confonning  in  its  value  to 
the  bidliou — money  will  be  oi'  high  value,  and  the  prices  of 
all  tilings,  labour  included,  will  bo  low.  These  low  prices 
vill  lower  the  expenses  of  all  producers;  but  as  their  re- 
turns will  also  be  lowered,  no  advantajrc  will  be  obtained  by 
any  producer,  except  the  producer  of  gold  :  whoso  returns 
from  his  mine,  not  depending  on  price,  will  be  the  same  as 
before,  anil  his  expenses  being  less,  he  will  obtain  toctra 
profits,  and  will  be  stimulated  to  inttreasc  his  production. 
E converso  if  the  metal  is  below  its  Ufitural  value:  since  this 
IB  BB  much  as  to  say  that  prices  are  high,  and  the  money  ex- 
j>ense8  ot  all  producers  tmusually  grcjit :  for  this,  however, 
all  other  producers  will  be  compensated  by  increitsed  money 
returns:  the  miner  ulonc  n/il  extract  from  tia  mmewo  \waTft 
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metal  than  before,  while  his  exjienses  will  bo  greater :  his 
protitB  therefore  being  diniiniBhed  or  annihilated,  he  will 
diitiiiiish  Jiis  prodiirtioii,  if  not  abandon  his  employment. 

In  this  manner  it  is  that  the  vahie  of  money  is  made  to 
conform  to  the  cost  of  ]>roductiou  of  the  metal  of  which  it  is 
made.  It  may  be  well,  however,  to  repeat  (what  has  been 
said  before)  that  tJie  a(Jjustment  takes  a  long  time  to  effect, 
in  the  caao  of  a  commodity  so  generally  desired  and  at  the 
game  time  so  durable  as  tbe  precious  metals.  Being  bo 
largely  used  not  only  as  money  but  for  plate  and  ornament, 
there  is  at  all  timen  a  very  large  tpiantity  oi'  thcKe  metals  in 
exiptence ;  while  they  are  bo  sUiwi}'  worn  otit,  that  a  com- 
'paratively  small  annual  production  is  sufficient  to  keep  up 
the  supply,  and  to  make  any  addition  to  it  which  may  be 
required  by  the  increase  of  goods  to  be  circulated,  or  by  the 
increased  demand  for  gold  and  silver  articles  by  wealthy 
eonsunici*s.  Even  if  this  small  annual  supply  were  stopt 
entirely,  it  would  require  many  years  to  reduce  tJie  quantity 
t  BO  much  as  to  make  any  very  material  difference  in  prices. 
The  quantity  may  be  increased,  mnch  more  rapidly  than  it 
can  be  diminished ;  but  the  increase  must  be  very  great  be- 
fore it  can  make  itself  mnch  felt  over  such  a  mass  of  the 
precious  metals  as  exists  in  the  whole  commercial  world. 
And  hencG  the  effects  of  all  changes  in  the  conditions  of 
production  of  the  jirecions  metals  are  at  first,  and  continue 
to  be  for  mnny  years,  questions  of  quantity  only,  with  little 
reference  to  cost  of  i)r(>(luction.  More  especially  is  this  the 
case  whcti,  as  at  the  present  time,  many  new  sources  of  sup- 
ply have  been  simtdtaneously  opened,  most  of  them  prac- 
ticable by  labour  alone,  without  any  capital  in  advance  be- 
yond a  pickaxe  and  a  week's  Ibod,  and  when  the  operations 
are  as  yet  wliolly  experimental,  the  comparative  ]>ermanent 
productiveness  of  the  difJerent  sources  being  entirely  unas- 
certained. 


§  3.     Since,  however,  the  value  of  money  really  con- 
j^r/ijs,  h'ke  tlmt  of  other  things,  thongli  more  slowly,  to  its 
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«ost  of  prwluctiun,  some  political  economists  have  objected 
nltogetlier  to  the  stalement  that  the  value  of  money  depends 
on  its  quantity  combined  with  the  rapidity  of  eirculation; 
which,  they  tliink,  is  assuming  a  law  for  money  that  does 
not  exist  for  any  other  commodity,  wlien  the  truth  is  that  it 
[is  governed  by  the  very  same  laws.     To  this  we  may  aii- 
'swer,  in  tlie  first  place,  that  the  statement  in  question  as- 
sumes no  peculiar  law.     It  is  sinqtly  the  law  of  demand 
I  and  supply,  which  is  acknowledged  to  be  applicable  to  all 
commodities,  and  wliich.  in  the  cnee  of  money  as  of  most 
other  things,  is  controlled,  but  not  set  aside,  by  the  law  of 
|t*oet  of  production,  since  cost  of  production  would  have  no 
effect  on  value  if  it  eoidd  have  nunc  on  supply.     But,  sec- 
ondly, there  really  is,  in  one  res]>ect.  a  closer  connexion  be- 
tween t!ie  value  of  money  and  its  quantity,  thail  between 
the  values  of  oilier  thitigs  and  their  quantity.     The  valne 
of  other  thlnjrs  conforms  to  the  clianges  in  the  cost  of  pro- 
,ductipn.  without  requiring,  as  a  condinon,  that  there  should 
he  any  actual  alteration  of  the  sup|ily  :  the  i>otL'ntial  altera- 
tion is  sufficient  ;  and  if  there  even  be  an  actual  alteration, 
►it  18  but  a  temporary  one,  except  in  srt  far  as  the  altered 
[value  may  make  a  difference  in  tlie  demand,  and  so  require 
an  increase  or  diminution  of  supply,  as  a  consequence,  not 
I  a  CHU6C«  of  the  alteration  in  value.     Now  this  is  also  true  of 
gold  and  silver,  considered  as  articles  of  expenditure  for  or- 
I  nainent  and  luxury  ;  but  it  is  not  tnic  of  money.     If  the 
I  pennanent  cost  of  production  of  gold  were  i-edu(*ed  one- 
fourth,  it  might  happL-n  that  there  would  not  be  more  of  it 
I  bouglit  for  plate,  gilding,  or  jewellery,  than  before ;  and  if 
.  so,  though  tlie  value  would  fall,  the  quantity  extracte<l  from 
the  mines  for  these  purposes,  would  he  no  greater  than  pre- 
viously.    Not  so  \vith  the  portion  used  as  money  ;  thut  por- 
tion could  not  fall  in  value  oue-iburth,  unless  actually  in- 
creased one-fourth ;  for,  at  prices  one-fourth  liigher,  onc-fourib 
more  moncv  would  be  required  to  make  the  accustomed  pur 
chases  ;  and  if  this  were  not  forthconwng,  some  of  the  e*N\w- 
nirtditici*  would  J>e  witlwiit  j)iirclmser3,  and  -prVcca  coxsXA  tlsA 
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bo  kept  up.  Alterations,  tlierttbre,  in  the  cost  of  pi-oduetioo 
of  the  precious  uietals,  do  not  act  upon  the  value  of  inonej 
except  just  iu  ]troporliuu  as  they  increase  or  tiiiiiiuieh  its 
quantity  ;  wliich  cannot  he  said  of  any  other  eouunodity. 
It  would  therefore,  1  conceive,  be  an  error,  both  ecien- 
tificftlly  and  practically,  to  di&card  tlie  proposition  wlirch 
asserts  a  connexion  hctweeu  thu  value  of  money  and  itA 
quantity. 

It  is  evident,  however,  that  the  cost  of  production,  in 
the  long  run,  regulates  the  quantity  ;  and  tliat  every  coun- 
try (temporary  fluctuations  exuejited)  will  poBsess,  and  have 
in  circulation,  just  that  quantity  of  money,  which  will  per- 
fomi  all  the  exchanges  refpiired  of  it,  consistently  with  main- 
tainijig  a  value  cunfonnable  to  its  cost  of  production.  The 
prices  of  things  will,  on  the  average,  be  such  that  money 
will  exchange  for  its  own  cost  in  all  other  goods :  and,  ]>re- 
cisely  because  the  quantity  cannot  be  prevented  from  affect- 
ing tlic  value,  the  quantity  itself  will  (by  a  sort  of  self-acting 
machinery)  be  kept  at  tho  amount  consistent  with  that 
etandani  of  prices — at  tlic  amount  necessarj'  for  peiibrnung, 
at  those  prices,  all  the  business  required  of  it. 

'*  The  quantity  wanted  will  depend  partly  on  the  cost 
of  producing  gold,  and  j^artly  on  the  rujMdity  of  its  circula- 
tion. Tlie  rapidity  of  circulation  being  given,  it  would  de- 
pend on  the  cost  of  production  :  and  the  cost  of  production 
being  given,  the  quantity  of  money  would  depend  on  the 
rapidity  of  its  circulation."  *  After  what  has  been  already 
said,  I  hope  that  neither  of  these  propositions  stands  in  need 
of  any  further  illustration. 

Money,  then,  like  commodities  in  general,  having  & 
value  dependent  on,  aud  proportional  to,  its  cost  <if  produc- 
tion ;  the  tlieory  of  money  is,  by  the  admission  of  this  prin- 
ciplcj  stript  of  a  great  part  of  the  mystery  which  apparently 


*  From  aome  prinlc-d,  but  nnt  published,  Lectured  of  Mr.  Scoior-  in  whic^ 
tht'  great  differences  in  lite  liusiiWiw  iloni^  I>y  money,  ns  well  m  In  the  rnpliUly 
of  its  drculatloD,  ia  dlfTercnt  »xaus  of  tiucltty  nDcl  civilizatiou,  fti-c  intct-c^utg^j, 
illititt  rated. 
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Burrotiiided  it.  We  must  not  forget,  however,  that  this 
doctrine  only  applies  to  the  places  in  wliicli  tlie  precious 
iiietaifi  are  aeliially  prmlueed  :  and  that  we  Imve  yet  to 
enquire  wlit'ther  the  law  ot*  the  dependence  of  value  on  rest 
of  production  applies  to  the  oxchauee  of  thing:?  produced  at 
distant  places.  But  however  thit;  may  bo.  our  i<nipofitions 
witli  respect  to  value  will  re<]Hire  no  other  alteration,  where 
money  is  an  imported  commodity,  than  that  of  Bubstitulmg 
for  the  cost  of  its  pntduetion.  tlio  coet  of  obtaininj;  it  in  the 
country.  Every  foreign  couimodity  is  bon^ht  by  giving  for 
it  some  domciitic  production  ;  and  the  labour  ami  capital 
which  a  foreign  commodity  costs  to  ns,  is  the  labour  and 
capital  expended  in  producing  the  quautity  of  our  own 
goudo  which  we  give  in  exchange  for  it.  "What  this  quan- 
tity depends  upon. — what  defi'miines  the  proportions  of  in- 
terchange between  tl»e  productions  of  one  country  and  those 
of  another, — is  indeed  a  question  of  somewhat  greater  com- 
plexity than  those  we  have  iiithiTii*  considered.  But  this  at 
least  is  indisputable,  that  within  the  country  itself  the  valne 
iif  imitorted  commoditiee  is  determined  by  the  value,  and 
consequently  by  the  cost  of  production,  of  the  equivalent 
given  for  them;  and  money,  where  it  is  an  imported  com- 
modity, is  subject  to  the  same  law. 


CHAPTER  X. 


OUBLE  STANDARD,  AND  SUBSIDURY  COINa 


§  1.  TuocGU  the  qualities  nece^ary  to  fit  any  com- 
modity for  being  used  as  money  are  rarely  uuited  in  any 
considerable  perfeotion,  there  are  two  commodities  wfiich 
possess  them  in  an  eminent,  and  nearly  an  equal  degree; 
the  two  precious  metaU,  as  they  are  called  ;  gold  and  silver. 
Some  nations  have  accordingly  attempted  to  compose  tlieir 
circulating  medium  of  thtise  two  motaU  indiscriminately. 

There  is  an  obvious  convenience  in  making  nee  of  tlie 
more  costly  metal  for  larger  payments,  and  the  cheaper  one 
for  smaller;  and  the  only  question  i^lates  to  the  mode  in 
which  this  can  best  be  done.  Tlie  mode  most  frequently 
adopted  has  been  to  establi&li  between  the  two  metaU  a 
fixed  proportion  ;  to  decide,  for  example,  tliat  a  gold  coin 
called  a  sovereign  should  be  equivalent  to  twenty  of  the 
silver  coins  called  sliillings:  both  the  one  and  the  otlier 
being  called,  in  the  tn-dinary  money  of  account  of  the  conn- 
try,  by  the  same  denomination,  a  pound :  and  it  being  left 
free  to  every  one  who  btis  a  pound  to  pay^  either  to  pay  it 
in  the  one  metal  or  in  the  other. 

At  the  time  when  the  valuation  of  the  two  metals  rela- 
tively to  each  other,  say  twenty  shillings  to  the  sovereign, 
or  twenty-one  shillings  to  the  guinea,  was  first  madu,  the 
proportion  probably  corresponded,  as  nearly  as  it  could  be 
made  to  do,  with  the  orJiufiry  relative  values  of  the  two 
metals,  grounded  on  their  cost  of  production  ;  and  if  those 
natural  or  cost  values  always  continued  to  bear  the  same 
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ratio  to  one  another^  the  arrangement  would  be  unobjection- 
able. Tins,  however,  is  far  Irom  being  tlie  tai-t.  Gold  and 
bilver,  tliovigli  the  least  variablu  in  value  of  all  comnioditiea, 
are  not  invariable,  and  do  not  always  vary  eimultaneoudy. 
Silver,  for  example,  was  lowered  in  permanent  value  more 
than  gold,  by  the  dibuovery  of  liie  American  niines ;  and 
those  small  vaiiations  of  valne  which  take  place  occa&ion- 
allv,  do  not  aUVrt  both  metals  alike.  Suppobe  sueh  a  varia- 
tion to  take  i)iaee :  tljc  value  of  the  two  metals  relatively  to 
one  another  no  loni^tjr  agreeing  with  their  rated  projiortion, 
one  or  other  of  them  will  now  be  rated  below  its  bullien 
valne,  and  tliere  will  be  a  profit  to  be  made  by  melting  it. 

Suppose,  for  example,  tliat  gold  rises  hi  value  relatively 
to  silver,  bo  that  the  tpmntity  of  gold  in  a  sovereign  is  now 
worth  more  tlian  the  (jnuntity  of  silver  in  twenty  shillings. 
Two  coiiseqnem^eti  will  ensue.  No  debtor  will  any  hmger 
find  it  his  uiterest  to  pay  in  gold.  He  will  always  i)ay  in 
silver,  because  twenty  ehillings  are  a  legal  tender  for  a  debt 
of  one  pound,  and  he  can  ])roenre  silver  convertible  into 
I  twenty  shillings  for  less  gold  tlian  that  contained  in  a  sov- 
ereign. Tlio  other  cousequeiieo  will  be,  that  unless  a  sov- 
.  ereign  can  be  sold  for  more  than  twenty  fihilliiigs,  all  the 
I  fiovereigng  will  be  melted,  since  ae  bullion  they  will  pur- 
chase a  greater  number  of  shillings  than  thoy  exchange  for 
as  coin.  Tlie  eoiivorse  of  all  this  would  Iiappeu  if  silver, 
instead  of  gold,  were  the  niotal  which  had  risen  in  compara- 
tive value.  A  sovereign  would  not  now  be  worth  so  much 
as  twenty  shillings,  and  whoever  Imil  a  pound  to  pay  would 
prefer  paying  it  by  a  sovereign  ;  M'liile  the  silver  coins 
would  becolleeled  lor  the  pni-^tose  of  being  melted,  and  sold 
as  bullion  for  gohl  at  their  real  value,  that  is,  above  the 
legal  valuation.  The  money  of  the  community,  tlierefore, 
would  never  really  consist  of  both  metals,  but  of  the  one 
only  which,  at  the  particular  time,  best  suited  the  iiitoi*est 
of  debtors  ;  and  the  stsndaitl  of  the  currency  wcjiild  he  con- 
stantly liable  to  change  from  the  one  metal  to  the  other,  at 
a  loss,  on  each  change,  of  the  expense  of  coinage  uu  the 
metal  which  fell  out  of  use. 


It  appears,  therefore,  that  the  value  of  money  is  liable  to 
more  fi-equeut  fluchmtioris  when  hoth  m<=talfi  are  a  legal 
tender  at  a  fixed  valuation,  than  when  the  exclusive  stand- 
ard of  the  currency  is  eitlicr  gold  or  silver.  Instead  of  being 
only  affected  by  variations  in  the  cost  of  production  of  one 
lUctiU,  it  is  subject  to  derangement  from  tliose  of  two.  The 
particidar  kind  of  variation  to  which  a  crurreney  is  rendered 
more  liable  by  havinj;  two  legal  standards,  is  a  fall  of  value, 
or  what  is  commonly  called  a  depreciation  ;  since  practically 
that  one  of  the  two  metals  will  always  be  the  standard,  of 
which  the  real  Las  fallen  below  the  rated  value.  If  the  tend- 
ency of  the  nietalti  be  to  rise  in  value,  aU  payments  will  be 
made  in  the  one  wliich  has  risen  least ;  and  if  to  fall,  then 
in  that  which  has  fallen  most 


§  2.  The  plan  of  a  double  standard  is  still  occasionally 
brought  forward  by  here  and  there  a  writer  or  orator  as  a 
great  improvement  in  currency.  It  is  probable  that,  with 
most  of  its  adherents,  its  chief  merit  is  its  tcndeucy  to  a  sort 
of  depreciation,  there  being  at  all  times  abundance  of  sup- 
porters for  any  mode,  eitlier  open  or  covert,  of  lowenng  the 
standard.  Some,  however,  are  influenced  b}'  an  exaggerated 
estimate  of  an  advantage  which  to  a  certain  extent  is  real, 
that  of  being  able  to  have  recourse,  tVir  replenishing  the  cir- 
culation, to  the  united  stock  of  gold  and  silver  in  the  com- 
mercial world,  instead  of  being  confined  to  one  of  them, 
which,  frum  accidental  absorption,  may  not  lie  obtainable 
with  sufficient  rapidity.  Tlie  advantage  without  the  disad- 
vantages of  a  double  standard,  seems  to  be  best  obtained  by 
those  nations  with  whom  one  only  of  the  two  metals  is  a 
legal  tender,  but  the  other  also  iB  coined,  and  allowed  to 
pass  tor  whatever  value  the  market  assigns  1o  it. 

When  this  plan  is  adopted,  it  is  naturally  the  more  eosdy 
metal  which  is  left  to  be  bought  and  sold  as  an  article  of 
commerce.  But  nations  which,  like  England,  adopt  the 
more  costly  of  the  two  as  their  standard,  resort  to  a  different 
ejc])cdient  for  retainiTig  them  both  in  circulation,  namely,  to 
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make  silyer  a  legal  tender,  bnt  ouly  for  email  payments.  In 
England,  no  one  can  be  compelled  to  receive  silver  in  pay- 
ment for  a  larger  amount  tlian  forty  shillings.  "With  this 
regulation  there  is  necessarily  cumhined  another,  namely, 
that  eilver  coin  should  be  ratetl,  in  comparison  with  gold, 
somewhat  above  its  intrinsic  value;  that  there  should  not 
he,  in  twenty  shillings,  as  much  silver  as  is  worth  a  sover- 
eign :  for  if  there  were,  a  very  slight  turn  of  the  market  in 
its  favour  would  make  it  wortli  uiore  tlian  a  sovereign,  and 
it  would  be  profitable  to  melt  the  silver  coin.  The  over- 
valuation of  the  silver  coin  creates  an  inducement  to  buy 
silver  and  fiend  it  to  the  mint  to  be  coined,  since  it  is  given 
back  at  a  higher  value  than  properly  belongs  to  it :  tliis, 
however,  has  been  guarded  against,  by  limiting  the  quantity 
of  the  silver  coinage,  which  is  not  left,  like  that  of  gold,  to 
the  discretion  of  individuals,  but  is  determined  by  the  gov- 
ermnent,  an*l  restnctcd  to  tJie  amount  supposed  to  be  re* 
quired  for  small  payments.  The  only  precaution  necessary 
is,  not  to  put  so  high  a  valuation  i:pon  the  silver,  as  to  hold 
3ut  a  strong  temptation  to  private  coining. 


CHAPTER  XI. 


OF  CREDIT,  AS  A  SUBSTITUTE  FOR  MOXEY. 


§  1.  The  functions  of  credit  have  been  a  subject  of  as 
much  uiistindcrstandiug  and  as  much  coufutjion  of  ideas,  as 
any  single  to})ic  in  Politicul  Economy.  This  is  not  owing 
to  any  peculiar  ditHculty  in  the  tlieory  of  the  subject,  but  to 
the  complex  nature  of  some  of  the  mercantile  phenomena 
arising  from  the  forms  in  which  credit  clothes  itself;  by 
which  attention  is  diverted  from  the  properties  of  credit  iu 
general,  to  the  peculiarities  of  its  particular  forme. 

As  a  specimen  of  the  confused  notions  entertained  re- 
specting the  nature  of  credit,  we  may  advert  to  the  exag- 
gerated language  so  often  used  respecting  its  national 
importance.  Credit  has  a  great,  but  not,  as  many  peo])Ie 
seem  to  suppose,  a  magical  i>ower ;  it  cannot  make  some- 
thing out  of  nothing.  How  often  is  an  extension  of  credit 
talked  of  as  equivalent  to  a  creuliun  of  capital,  or  as  if  crcrlit 
actually  were  cti]»ital.  It  seems  strange  that  there  should 
be  any  nei^d  tt»  pitint  out,  that  credit  being  only  permission 
to  use  tlie  capital  of  another  person,  the  means  of  produc- 
tion cannot  be  increased  by  it,  but  only  transferred.  If  the 
borrower's  means  of  production  and  of  employing  labour  are 
increased  by  the  credit  given  him,  the  lender's  are  as  much 
diminished.  Tlie  same  Biira  cannot  be  used  as  capital  both 
by  the  owner  aud  also  by  the  person  to  whom  it  is  lent :  it 
cannot  supply  its  entire  value  in  wages,  tools,  and  materials, 
to  two  sets  of  labourers  at  once.  It  is  true  that  the  capital 
rrJiJeh  A  has  boJTOwed  from  B,  aud  makes  use  of  in  his 
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business,  etill  forms  a  part  of  the  wealth  of  B  for  other  pur- 
I  poecs ;  he  cuii  enter  into  arrangements  in  reliance  on  it,  and 
can  borrow,  when  needful,  an  equivalent  sum  on  the  secu- 
rity of  it ;  fiO  tliat  to  a  miperfieial  eye  it  might  seeiii  as  if  both 
B  and  A  had  the  use  of  it  at  once.  But  the  Bmallest  consid- 
eration will  show  that  wlien  B  has  parted  with  his  enpital  to 
A,  the  use  of  it  as  cupital  rests  with  A  alone,  and  that  B 
I  baa  no  other  semee  from  it  than  in  so  far  as  his  ultimate 
claim  upon  it  serves  him  to  obtaiu  the  use  of  another  capital 
trom  a  third  person  C.  All  ea])ital  (not  his  own)  of  which 
any  person  has  really  the  nse,  is,  and  must  be,  so  much  sub- 
tracted from  the  capital  of  some  one  elte. 

§  2.  But  though  credit  is  never  anything  more  than  a 
transfer  of  capital  from  hand  to  hand,  it  is  generally,  and 
naturally,  a  transfer  to  biind&  more  conipetent  to  employ  the 
capital  efficiently  ia  production.  If  there  were  no  such 
thing  as  credit,  or  if,  from  general  insecurit}'  and  want  of 
confidence,  it  were  scantily  practised^  many  persona  who 

'  possess  more  or  less  of  capital,  but  who  from  tbcir  occupa- 
tions, or  for  want  of  the  necessary  skill  and  knowledge,  can- 
not personally  suj^erintend  its  employment,  would  deiive  no 
benefit  from  it :  their  funds  would  cither  lie  idle,  or  would 
be,  perbape,  wasted  and  annihilated  in  im&kilfnl  attempts  to 
ninke  them  yield  a  piotit.  All  this  capital  is  now  lent  at 
interest,  and  made  available  for  production.     Cnpital  thus 

[dreanistanced  ibrms  a  large  portion  of  the  productive  re- 
sources of  any  commercial  country  ;  and  is  naturally  attract- 
ed to  those  producers  or  traders  who,  being  in  the  grcaletft 
businees,  have  the  means  of  employing  it  to  most  advantage ; 
because  Buch  are  both  the  most  desirous  to  obtain  it,  and 
able  to  give  the  best  security.  Although,  therefore,  the 
productive  funds  of  the  country  are  not  increased  by  credit, 
tlicy  are  called  into  a  more  complete  state  of  productive 
activity.  As  the  confidence  on  which  credit  is  grounded 
extends  itself,  means  are  developed  by  which  even  the 
Moalleet   portions  of  capital,  the  smuB  wMc\i  eac\.\  ^ftTtiwv 
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keeps  by  him  to  meet  contingencies^  are  made  available  fo» 
productive  uses.  The  principal  uifetrmiientri  lor  thiti  purpose 
are  baiilu  of  deposit.  Where  these  do  not  exist,  a  prudent 
portion  must  keep  a  enfficicnt  sum  uiiemitloved  iu  his  own 
possession,  to  meet  every  deuiaud  which  lie  has  even  a  eliglit 
reason  for  thinking  himself  liable  to.  When  tliu  practice, 
however,  has  grown  up  of  keejiiug  this  reserve  not  in  his 
own  custody  but  vith  a  banker,  many  small  sums,  previous- 
ly lying  idle,  become  aggregated  iu  the  banker's  himds ; 
and  the  banker,  being  taught  by  experience  what  propor- 
tion of  tlie  amount  is  likclv  to  be  wanted  in  a  given  ti[ne, 
and  knowing  that  if  one  dLjwsitor  happens  to  require  more 
than  the  average,  another  will  retjuire  leas,  is  able  to  lend 
the  remainder,  that  is,  tlie  far  gretiter  part,  to  producers  and 
dealers  :  thereby  addiug  the  auiouut,  not  indeed  to  the  c*a]>- 
ital  in  existence,  bnt  to  that  in  employment,  and  making  a 
corresponding  addition  to  the  aggregate  production  of  tlie 
coum^unity. 

While  credit  is  thus  indispensable  for  rendering  the 
whole  capital  of  the  countiy  productive,  it  is  alM>  a  means 
by  which  the  industrial  talent  of  the  country  is  turned  to 
better  account  for  purposes  of  production.  Many  a  person 
who  has  either  no  capital  of  his  own,  or  very  little,  but  who 
has  qualifications  i'or  business  which  are  known  and  appre- 
ciated by  some  possessors  of  capital,  is  enabled  to  obtain 
either  advances  in  money,  or  more  fref|uent!y  goods  on 
credit,  by  which  his  indiutrial  capacities  arc  made  insti*u- 
mental  to  the  increase  of  the  ])iihlic  wealth  ;  and  tliis  benefit 
will  be  reaped  far  more  largely,  whenever,  through  better 
laws  and  better  education,  the  comuumity  sliall  have  made 
ench  progress  in  integrity,  that  personal  character  can  be 
accepted  as  a  eufficicnt  guarantee  not  only  against  dishon- 
estly approjiriating,  but  against  dishonestly  risking,  what 
belongs  to  another. 

Such  are,  in  the  most  general  point  of  view,  the  uses  of 
credit  to  the  productive  resourcee  of  the  world.  But  these 
considerntious  only  apply  to  the  credit  given  to  the  ii 
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trious  classed — -to  producers  aud  dcalera.  Credit  given  by 
dealers  to  unproductive  cuusiiiuerd  is  never  an  addition,  but 
always  a  detriment,  to  the  sources  of  public  wealth.     It 

»  makes  over  in  temporary  use,  not  the  capital  of  tliu  impro- 
ductive  classes  to  the  productive,  but  that  of  the  productive 
to  tUe  unproductive.  If  A,  a  dealer,  supplies  gowls  to  B,  a 
laud-owner  or  annnitant,  to  )>e  paid  for  at  the  end  of  live 
years,  as  much  of  tke  capital  of  A  a«  !»  equal  to  the  value 
of  tliese  goods,  remains  for  fivi;  ycarw  unproductive.  During 
such  a  period,  if  ]>ayment  had  been  made  at  once,  tiie  sum 
might  have  been  several  times  expended  and  replaced,  and 
good*  to  the  amount  might  Iiave  been  several  times  pro- 
duced, consumed,  and  reproduced  :  consef|uentIy  E's  with- 
holding lOo/.  for  live  years,  even  if  he  pays  at  last,  has  cost 
m  to  the  labounng  classes  of  the  community  ;iunng  that  period 
au  absolute  loss  of  probably  several  times  that  amount.  A, 
individually,  is  coinpcusated,  by  putting  a  higher  price 
upon  his  goods,  which  is  idtiinately  paid  by  B  :  but  ther-e  is 
no  compensation  made  to  the  labouring  classes,  the  chief 
suflerers  by  every  diversion  of  eapitnl,  whether  permanent- 
ly or  temporarily,  to  unproductive  uses.  The  country  has 
had  100?.  less  of  capital  during  those  five  years,  B  having 
taken  that  amount  fi*om  A's  capital,  and  spent  it  unpro- 
ductively,  in  anticipation  of  his  own  means,  and  having  only 
afVer  five  years  set  apni-t  a  suni  from  his  iucoiiie  and  con- 
verted it  into  capital  for  the  pui-pose  of  iudcmiufying  A. 

§  3.  Thus  far  of  the  general  ftmction  of  Credit  in  pro- 
duction. It  is  not  a  prodneti\'e  power  in  itself,  though, 
without  it,  the  productive  powers  already  existing  could  not 
be  brought  into  complete  employment.  But  a  more  intri- 
cate portion  of  the  theory  of  Credit  is  its  influence  on 
prices ;  the  chief  cause  of  most  of  tlie  mercantile  phenomena 
which  perplex  obseiTcrs.  In  a  state  of  commerce  iu  which 
miicJi  cretlit  is  habitually  given,  general  prices  at  any  mo- 
ment depend  much  more  upon  the  state  of  credit  than  upon 
llio  ijnantity  of  money.     For  credit,  though.  \t  \ft  uot  "^xo- 
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dnctive  power,  is  pnrcliasing  power ;  and  a  person  who, 
having  credit,  avails  Litaeelf  of  it  in  the  pnrchase  uf  goods, 
creates  just  as  inueh  demand  for  the  gcMHls.  and  tends  quite 
a»  much  to  ruise  their  price,  as  if  be  made  an  equal  amount 
of  purchases  witli  ready  money. 

Tlie  credit  whicJi  we  are  now  called  upon  to  consider,  as  a 
diBtinct  purchaaiug  power,  inde^>cndent  of  money,  U  of  course 
not  credit  in  its  simplest  form,  that  of  money  lent  by  one  per- 
son to  another,  and  \m\d  directly  into  Ids  hands ;  for  when  the 
borrower  expends  this  in  purchases,  he  makes  tlie  purchases 
witJi  money,  not  credit,  and  exerts  no  puruliasing  power  over 
and  above  that  conferred  by  llie  money.  The  forms  of  credit 
which  create  purchasing  power,  are  those  in  which  no  money 
passes  at  the  time,  and  very  oftun  none  passes  at  all,  the  trans- 
action being  included  with  a  mass  of  other  tran&actions  in 
an  account,  and  nothing  paid  but  a  balance.  Tliis  takes 
place  in  a  variety  of  ways,  which  we  shall  proceed  to  exam- 
ine, beginning,  as  is  our  custom,  with  the  simidest. 

First :  Suppose  A  and  B  to  be  two  dealers,  who  have  trans- 
actions with  each  other  both  as  buyers  and  as  6ellers.  A  buys 
from  B  on  credit,  B  does  the  like  with  respect  to  A.  At 
the  end  of  the  year,  the  sum  of  A'b  debts  to  B  is  set  against 
the  sum  of  B'b  debts  to  A,  and  it  is  ascertained  to  which  side 
a  balance  is  due.  This  balance,  which  may  be  less  than  the 
amount  of  many  of  the  transactions  singly,  and  is  necessari- 
ly less  than  the  sum  of  the  transactions,  is  all  that  is  ])aid  in 
money ;  and  perhaps  even  this  is  not  paid,  but  carried  over  in 
an  account  cuiTunt  to  the  next  year.  A  single  payment  of  a 
hundred  pounds  may  in  thiti  manner  suffice  to  liijuidate  a  long 
scries  of  transactions,  some  of  them  to  the  value  of  thousands. 

But  secondly :  Tlie  debts  of  A  to  B  may  be  jiaid  without 
the  intervention  of  money,  even  though  there  be  no  recipro- 
cal debts  of  B  to  A.  A  may  satisfy  B  by  making  over  to 
him  a  debt  due  to  hiniBelf  from  a  third  pcreon,  C.  This  is 
conveniently  done  by  mcauB  of  a  written  instiuuient,  railed 
a  bill  of  exchange,  which  is,  in  fact,  a  transferable  tuder  by 
^  crc{}ifor  upon  his  debtor,  and  w!ien  accepted  by  the  debtor. 
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that  is,  authenticated  by  Lis  signatui*©,  becomes  an  acknowl- 
I  edgment  of  debt. 

§  4.  Bills  of  cxcliauge  were  first  introduced  to  save 
I  the  expense  and  risk  of  traiispurtiiig  the  precious  metals 
from  place  to  place.  "  Let  it  be  supposed,"  says  Mr.  iluury 
Thornton,*  "  that  there  are  in  Louduii  ten  manuiacturere 
who  sell  their  article  to  ten  shopkeepers  in  York,  by  whom 
it  is  retailed  ;  and  that  tliere  are  in  Vork  ten  manufacinrere 
of  another  commodity,  who  sell  it  to  tuu  shopkeepers  in 
London.  There  would  he  no  oecasluu  for  tlie  ten  shojjkeepers 
in  London  to  send  yearly  to  York  guineas  for  the  payment 
of  the  York  manufacturers,  and  for  the  ten  York  8hoi)keei>- 
ers  to  send  yearly  as  many  guineas  to  London.  It  Avould 
only  be  necessary  for  the  York  manufacturers  to  i-eceivc 
from  each  of  the  shopkeepers  at  their  own  door  the  money 
in  question,  giving  in  return  Ictti^rs  wliic-h  sliould  acknowl- 
edge the  receipt  of  it ;  and  which  should  also  direct  the 
money,  lying  ready  in  the  hands  of  tlieir  debtors  in  London, 
to  be  paid  to  the  London  mamifacturers,  so  as  to  canrel  the 
debt  in  London  in  the  same  manner  as  that  at  York.  Tlie 
expense  and  the  risk  of  all  transmission  of  money  would 
thuB  be  saved.  Letters  ordering  the  transfer  of  the  debt 
are  termed,  in  the  language  of  the  present  day,  bills  of  ex- 
change. They  are  bills  by  which  the  debt  of  one  person  is 
exchanged  for  the  debt  of  another;  and  the  debt,  perhaps, 
whicJi  is  due  in  one  place,  for  the  debt  due  in  another." 

Bills  of  exchange  having  been  found  convenient  as  means 
of  paying  debts  at  distant  places  without  the  expense  of 
transporting  the  precious  metals,  their  use  was  afterwards 
greatly  extended  from  another  motive.  It  is  usual  in  every 
trade  to  give  a  certain  length  of  credit  for  goods  bought : 
three  months,  six  months,  a  year,  even  two  yeacs,  accord- 


•  Enquiry  into  the  Xoture  and  Effects  of  the  Pnpi?T  Credit  of  Great  Britain, 
p.  24.  This  work,  puhHfihcd  in  isn2.  is  even  now  the  clearest  expo^tlon  that  I 
nm  scqaaioted  witli,  in  the  English  Ittnguage,  of  the  modei  in  which  credit  la 
^Tcn  uid  token  in  a  mcrcantiie  community. 
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ing  to  the  convenience  or  custom  of  tlie  particular  trade. 
A  dealer  who  liae  &old  goods,  tor  which  he  ie  to  be  paid  in 
six  mouths,  bnt  who  deeiros  to  receive  payment  eooner, 
draws  a  bill  on  his  debtor  payable  in  six  mouths,  und  gets 
the  bill  discouuted  by  a  banker  or  other  money-leuder,  that 
is,  transfers  the  bill  to  him,  receiviti"^  the  amomit,  minus 
interest  for  the  time  it  lias  still  to  run.  It  hafi  beeomu  one 
of  the  chief  functions  of  bills  of  exchange  to  serve  ae  a  means 
by  whieh  a  debt  due  from  oue  jjerson  can  thnu  be  made 
available  for  obtaining  credit  from  another.  The  couve- 
Dience  of  the  expedient  has  led  to  the  frequent  creation  of 
bills  of  exchange  not  grounded  on  any  debt  j>reviously  due 
to  the  drawer  of  the  bill  by  the  person  on  whom  it  is  drawT]. 
These  are  called  aceommodation  bills ;  and  sometimes,  with 
a  tinge  of  disapprobation,  Jict'di&us  bills.  Their  nature  ia 
so  clearly  stated,  and  with  such  judicious  remarks,  by  the 
author  whom  I  have  just  quoted,  that  I  shall  transcribe  the 
entire  passage.* 

**  A,  being  in  want  of  100/.,  requests  B  to  accept  a  note 
or  bill  drawn  at  two  months,  whicli  B,  therefore,  on  the 
face  of  it,  h  bound  to  jiay  ;  it  is  mKiemtood,  however,  that 
A  will  take  care  either  to  discharge  the  hill  himself,  or  to 
furnish  B  with  the  means  of  paying  it.  A  obtains  ready 
money  for  the  bill  on  the  joint  credit  of  the  two  parties. 
A  ftilfils  his  promise  of  paying  it  when  dne,  and  thus  con- 
cludes the  transaction.  This  service  rendered  by  B  to  A  is, 
however,  not  unlikely  to  be  requited,  at  a  more  or  less  dis- 
tant period,  by  a  similar  acceptance  of  a  bill  ou  A,  drawn 
and  discounted  for  B's  convenience. 

"  Let  us  now  compare  such  a  bill  with  a  real  bill.  Let 
us  consider  in  what  points  they  differ,  or  seem  to  difler ; 
and  in  what  they  agree. 

*'  They  agree,  inasmuch  as  each  is  a  discountable  article ; 
eacli  has  also  been  created  for  the  purpose  of  being  dis- 
counted ;  and  each  is,  perhaps,  discounted  in  fact.  Each, 
therefore,  Bervea  equally  to  supply  means  of  speculation  to 

•  Pp.  29—33, 
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the  merchant.  So  tar,  moreover,  as  billd  and  notes  consti- 
tute what  is  called  the  circulating  medium,  or  paper  cur- 
rency of  tlie  country,  and  prevent  tlie  use  of  guineas,  the 
fictitiuus  and  the  real  bill  are  upon  au  equality  ;  and  if  the 
price  of  commodities  be  raised  in  proportion  to  the  quantity 
of  paper  currency,  tlie  one  contributes  to  that  rise  exactly 
in  the  same  manner  as  the  other. 

*^  Bclbru  we  come  to  tlie  ix>iiita  in  which  they  differ,  let 
Ufl  advert  to  one  point  in  which  tliey  aro  commonly  sup- 
posed to  be  nnlike;  but  in  which  they  cannot  be  said  alwaya 
I  or  necessarily  to  differ. 

'*  Real  notes  (it  is  fiomt'times  said)  represent  actual 
property.  There  are  actual  goods  in  existence,  which  are 
tlie  counterpart  to  every  real  note.  Notes  which  are  not 
drawn  in  consequence  of  a  sale  of  goods,  ai*e  a  species  of 
false  wealth,  by  which  a  nation  is  deceived.  Tliese  supply 
only  an  iuiaginai^'  capital ;  tlie  othcra  indicate  one  tliat  is 
real. 

"  In  answer  to  this  statement  it  may  be  observed,  first, 
that  the  notes  given  in  consequence  of  a  real  sale  of  goods 
cannot  be  considered  as  on  that  account  CiiHamfy  represent- 
ing any  actual  property.     Snjipose  that  A  sells  100/.  worth 
of  goods  to  B  at  six  months  creiUt,  and   takes  a  bill  at  t;ix 
months  for  it ;  and  that  B,  within  a  month  alter,  sells  the 
?ftuie  goods,  at  a  like  credit,  to  C,  taking  a  like  bill  ;  and 
again,  that  0,  atter  another  month,  sells  them  to  D,  talcing 
alike  bitl^  and  so  on.     There  may  then,  at  the  end  of  six 
L  H|ffll(thP,  be  £>ix  bills  of  100/.  each,  existing  at  the  same  time ; 
,  "mlefrery  one  of  these  may  possibly  have  been  discounted. 
Of  all  these  bills,  then,  only  one  represents  any  actual  prop- 
erty. 

"  In  order  to  justify  the  8up]>osition  that  a  real  bill  (as 
»t  is  called)  rojircsents  actual  projierty,  there  ouglit  to  be 
fiome  power  in  the  bill-holder  to  prevent  the  property  which 
the  bill  represents,  from  being  turned  to  other  purposes  than 
that  of  paying  the  bill  in  question.  No  such  power  exists; 
Qpither  the  man  who  hoJda  tlie  real  bill,  not  tl\e  mw\  -wWi 


58 


BOOK   in.     CHAPTER  XI.      §4. 


discounts  it,  has  any  property  in  the  specitic  goods  for  which 
it  was  givuu :  he  aii  niuc-h  trusts  to  the  general  ability  to  pay 
of  the  giver  of  the  bill,  as  the  holder  of  any  iictitions  bill 
dooB.  llie  Petitions  lull  may,  in  many  cases,  be  a  bill  given 
by  a  person  having  a  large  and  known  capital,  a  part  of 
which  the  tictitioim  bill  may  be  said  in  that  case  to  repre- 
sent. The  supjtosition  that  re»U  liills  represent  property, 
and  that  fictitions  bills  do  not,  seems,  therefore,  to  be  one 
by  wliicli  more  than  justice  is  done  to  one  of  these  spceies 
of  bills,  and  someUjiug  less  than  justice  to  the  other. 

"  We  come  next  to  some  pouUs  in  wliich  they  differ. 

"  First,  the  fictitious  note,  or  note  of  acconmiodation,  is 
liable  to  the  objection  that  it  proiesses  to  be  what  it  is  not. 
This  objection,  however,  lies  only  against  tliose  fictitious 
bills  which  are  ])a88ed  as  real.  In  many  caseB,  it  is  suffi- 
ciently obvious  what  they  are.  Secoudly,  the  tictitious  bill 
is,  in  general,  less  likely  to  be  punctually  pM  than  the  real 
one.  There  is  a  general  preiiuiuption,  that  the  dealer  in  ficti- 
tious bills  is  a  man  who  is  a  more  adventurous  speculator 
than  he  who  caretiilly  abstains  from  tliem.  It  follows, 
thirdly,  that  fictitious  bills,  besides  beitjg  less  safe,  are  less 
subject  to  limitation  as  to  their  quantity.  The  extent  of  a 
man's  actual  sales  forms  some  limit  to  the  amount  of  his 
real  notes;  and  as  it  is  higlily  desirable  in  commerce  that 
credit  should  be  dealt  out  to  all  persons  in  some  sort  of 
r^ular  and  due  pnvportion,  tlie  meiisure  of  a  mun*s  actual 
les,  certified  bj'  the  api«arance  of  his  bills  drawn  in  vii'- 
tue  of  tliose  sales,  is  some  rule  in  the  case,  though  a  very 
imperi'ect  one  in  many  respects. 

"  A  fictitioHB  bill,  or  bill  of  accommodation,  is  evidently, 
in  substance,  the  same  as  any  common  promissory  note ; 
and  even  better  in  this  respect,  that  there  is  bat  one  security 
to  the  promissory  note,  whereas  in  the  case  of  the  >iill  of 
accommodation,  there  are  two.  So  much  jealousy  subsists 
lest  traders  should  push  their  means  of  raising  money  too 
far,  that  paper,  the  same  in  its  general  nature  with  that 
wJjich  is  given,  being  the  only  paper  which  can  be  given. 
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by  men  out  of  bu&ineee,  is  deemed  Foinewhat  digcreditable 
when  coming  from  a  merchant.  And  because  sueli  paper, 
when  in  the  merchant's  hand,  necessarily  imitates  the  paper 
wliich  pusses  on  tlie  ocpasion  of  a  sale  of  goods,  the  epithet 
fictitious  has  been  cast  upon  it;  an  epithet  wliich  lias  seemed 
to  countenance  the  conftised  and  mistaken  notion,  that  there 
is  something  altogether  false  and  delusive  in  the  nature  of 
a  ccrtaui  pai*t  botli  of  tlic  i>apcr  and  of  the  apfiarent  wealth 
of  the  country." 

A  bill  of  exchange,  when  merely  discounted,  and  kept 
in  the  portfolio  of  the  dis(;ounter  until  it  falls  due,  Joes  not 
perform  the  functions  or  supply  the  place  of  money,  but  is 
itself  bouglit  and  sold  for  money.  It  is  no  Tnore  currency 
than  the  public  funds,  or  any  other  secnrities.  But  when 
a  bill  drawn  upon  one  person  is  paid  to  ancther  {or  even  to 
tlie  same  person)  in  discharge  of  a  debt  or  a  pecuniary  claim, 
it  does  something  for  wliich,  il'the  bill  did  not  exist,  money 
ffonld  be  i*equired :  it  perfoma  the  functions  of  currency. 
Tliis  is  a  use  to  which  bills  of  exchange  arc  often  applied. 
"Tliey  not  only,'"  continues  Mr.  Thornton,*  "spare  the  use 
of  i-eady  money  ;  they  also  occupy  its  place  in  many  caees. 
bet  ns  imagine  a  fanner  in  the  country  to  dischargt.'  a  debt 
of  10^  to  his  neighbouring  grocer,  by  giving  him  a  bill  for 
t^ttt  sum,  drawn  on  his  conifactor  in  London  for  gi-ain  sold 
in  the  mt'tropolis;  nud  the  grocer  to  transmit  the  bill,  he 
naving  previously  indorsed  it,  to  a  neighbouring  engar-baker, 
in  discharge  of  a  like  debt ;  and  the  sugar-baker  to  send  it, 
*Iien  again  indorsed,  to  a  West  India  niercbant  in  an  out- 
Port,  and  the  West  India  merchant  to  deliver  it  to  his  conn- 
^  banker,  who  also  indorses  it,  and  ecuds  it  into  further 
circulation.  The  bill  in  this  case  will  have  effected  five 
payments,  exactly  as  if  it  were  a  lOZ.  note  payable  to  bearei 
^<lemand.  A  multitude  of  bills  pass  between  trader  and 
trader  in  the  country',  in  the  manner  which  has  been  de- 
^^nWd;  and  they  evidently  form,  in  tlic  strictest  sense,  a 
pan  of  the  circulating  medium  of  the  kingdom,'" 

"  P.  40. 
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Many  bills,  both  domestic  and  foreigu,  are  at  last  pre- 
sented for  payineut  quite  covered  with  indorsements,  each 
of  which  represents  either  a  fresh  discounting,  or  a  pecuii- 
i:iry  traiinactiou  in  which  the  bill  has  performed  the  iiine- 
tiona  of  muney.  "VVithux  the  present  generation,  the  cireu- 
hiting  medium  of  Lancashire  fur  smus  above  live  pounds, 
waa  ahuost  eutii'ely  composed  of  such  bills. 

§  5.  A  tliird  form  in  which  ci*edit  is  employed  as  a 
Bubstitute  for  currency,  is  that  of  pruniisriory  notes.  A  bill 
drawn  upon  any  one  and  accepted  by  him,  and  a  note  of 
hand  by  him  promising  to  pay  tiie  same  sunij  are,  as  fai*  as 
he  ia  concerned,  exactly  equivalent,  except  that  the  former 
commonly  bears  interest  and  the  latter  generally  does  not ; 
and  that  the  former  is  commonly  payable  only  after  a  cer- 
tain lapat;  of  time,  and  the  latter  payable  at  sight.  But  it 
is  chiefly  in  the  latter  form  that  it  has  become,  in  commer- 
cial countries,  an  ex])ress  occupation  to  issue  such  suljsti- 
tutes  for  money.  Dealers  in  money  (as  lenders  by  pnjfes- 
sion  are  improperly  called)  desire,  like  other  dealers,  to 
stretch  their  operations  beyond  what  can  be  carried  on  by 
their  own  means :  they  wish  to  lend,  not  their  capital 
merely,  but  their  credit,  and  not  only  such  portion  of  their 
credit  as  consists  unVinils  actually  dtipoaitcd  with  them,  but 
their  power  of  obtaining  credit  from  the  public  generally, 
so  far  as  they  think  they  can  safely  employ  it.  This  is  done 
in  a  very  convenient  manner  by  lending  their  own  promis- 
sory notes  payable  to  bearer  on  demand  :  the  bon-ower  be- 
ing willing  to  accept  these  as  so  much  money,  because  the 
credit  of  the  lender  makes  other  people  willingly  receive  them 
on  the  sa'mu  footing,  in  purchases  or  other  payments.  These 
notes,  thereibre,  perform  all  the  functions  of  currency,  atid 
render  an  equivalent  amount  of  money  which  was  previously 
in  circulation^  unnecessary.  As,  however,  being  payable 
on  demand,  they  may  be  at  any  time  returne<l  on  the 
issuer,  and  money  demanded  for  them,  he  must,  on  pain  of 
bankriif?tey,  keep  by  him  as  much  money  as  will  enable 
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him  to  meet  any  claimB  of  tliat  sort  whicli  can  be  expected 
to  occur  within  tUo  time  necessary  for  providing  himself 
witli  more :  and  prudence  also  requirea  that  he  should  not 
attempt  to  issue  nutes  beyond  the  amount  wliich  experience 
shows  can  reiuuin  in  circulation  without  being  ]>t'eBented  for 
payment. 

Hie  convenience  of  this  mode  of  (as  it  were)  coining 
credit,  having  once  been  discovered,  governments  have 
availed  themselves  of  the  same  ox)tedient,  and  liave  issued 
their  own  promiflsoi^*  notes  in  payment  of  their  expenses; 
a  resource  the  more  useful,  because  it  is  the  only  mode  in 
which  they  are  aide  to  borrow  money  without  paying  in- 
terest, their  promises  to  pay  on  demand  being,  iu  the  esti- 
mation of  the  Ijolders,  equivalent  to  money  in  hand.  The 
]iraetieal  differences  between  sucli  goveniment  notes  and 
the  issues  of  private  bankers,  and  the  further  diversities  of 
whicli  this  class  of  substitutes  for  money  are  susceptible, 
will  be  considered  presently. 


I  0.  A  fourth  mode  of  making  credit  answer  the  pur- 
posed of  money,  by  which,  when  carried  far  enough,  money 
may  be  very  completely  superseded,  consists  in  making 
payments  by  cheques.  The  cu&tom  of  keeping  the  spare 
cash  reserved  for  immediate  use  or  against  contingent  de-^ 
mands,  iu  the  hands  of  a  banker,  and  making  all  payments, 
except  small  ones,  by  orders  on  bankers,  is  in  this  country 
spreading  to  a  continually  larger  i)ortion  of  the  public.  If 
the  }K*r8on  making  the  payment,  an<l  the  jierson  receiving 
it,  keep  their  money  with  the  same  banker,  the  payment 
takes  place  without  any  intervention  of  money,  by  the  mere 
transfer  of  its  amount  in  the  banker's  books  from  the  credit 
of  the  payer  to  that  of  the  receiver.  If  all  persons  in  Lon- 
don kept  their  cash  at  the  same  tmnker's,  and  made  all  their 
paymenta  by  means  of  cheques,  no  money  would  be  required 
or  used  for  any  trausactioiis  beginning  and  terminating  in 
London.  This  ideal  limit  is  almost  attained  in  faot^  so  fai 
88  regards  traii.sactions  between  dealers.     It  as  cVie^-^Vw  >i^^i 
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retail  traiisactiona  between  dealers  and  consumers,  and  in 
t)ic  payment  of  wages,  tliat  mouey  or  bank  notes  now  pass, 
and  then  only  when  the  amounts  are  small.  lu  London, 
even  sliopkeepers  of  any  amount  of  capital  or  extent  of 
business  have  generally  an  account  with  a  banker ;  which, 
besides  the  safety  and  convenience  of  the  practice,  is  to  their 
advantage  in  another  re&pect,  by  giving  them  an  understood 
claim  to  have  their  bills  diBcounte<l  in  cases  when  they  could 
not  otherwise  expect  it.  As  for  tlie  merchants  and  larger 
dealers,  they  habitually  make  all  paymente  iii  the  cuursc 
of  their  business  by  cheques.  They  do  not,  however,  all 
deal  with  the  same  banker,  and  when  A  gives  a  che<|ne  to 
B,  B  usually  pays  it  not  into  the  same  but  into  some  other 
bank.  But  the  convenience  of  business  has  given  birth  to 
an  arrangement  which  makes  all  the  banking  Iiouses  of  the 
City  of  London,  for  certain  purposes,  virtually  one  establish- 
ment. A  banker  does  not  send  the  cheques  wliich  are  paid 
into  his  banking  house,  to  the  baidis  on  which  they  are 
draM-n,  and  demand  money  for  them.  There  is  a  building 
called  the  Clearing-house,  to  which  every  City  banker  sends, 
each  aflernoon,  all  the  cheques  on  other  bankers  which  he 
has  received  dimug  the  day,  and  they  are  there  exchanged 
for  the  cheques  on  him  which  have  come  hito  the  hands  of 
otlier  bankers,  the  balances  only  being  i>aid  in  money  ;  or 
even  these  not  in  money,  but  in  cheques  on  the  Bank  of 
England.  By  tins  contrivance,  all  the  business  transactions 
of  the  City  of  London  during  that  day,  amounting  often  to 
millions  of  pounds,  and  a  vast  amount  besides  of  country 
transactions,  represented  by  bills  which  country  bankers 
have  di'awn  upon  their  Loudon  correspondents,  are  liqui- 
dated by  payments  not  exceeding  on  the  average  200,000^.* 

*  Accordinf;  lo  Mr.  Tooke  (Enquirj-  into  tht;  Currency  Principle,  p.  27}  cho 
adjustmentfi  nt  Uic  clearing  liouso"  in  the  year  lS8(^antouii(od  to  9 G 4,401,400/., 
making  an  average  amount  of  ]iuyment3  uf  upwards  of  S,000,00(»2.  of  hills  of 
exchange  ami  chcqutg  daily  cfTccled  through  Iho  medium  of  little  more  than 
200,000/.  nf  hftnk  noiea."  At  present  a  very  much  greater  amount  of  transiic- 
uons  IB  daily  liquidated,  without  bank  notes  at  all,  cheques  on  the  bauk  of  £ng- 
/aad  supplying  tj!;eir  place. 
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By  lueana  of  the  various  instruments  uf  credit  which 
have  now  been  exi>lained,  the  imuieusc  huaiuess  of  a  coun- 
try like  Great  Britain  is  transacted  with  an  atnuunt  of  the 
precious  metals  surprisingly  small ;  many  times  Bmallur,  in 
proportion  to  the  pecuniary  value  of  the  commodities  bought 
and  sold,  tlian  is  found  necessary  in  France,  or  any  other 
country  in  which,  the  habit  and  the  cJispotjition  to  give 
credit  not  being  so  generally  diffused,  these  **  economizing 
expedients,"  as  they  have  been  called,  ai-e  not  practised  to 
the  same  extent.  What  becomes  of  the  money  thus  super- 
seded in  its  functions,  and  by  what  process  it  is  made  to 
disappear  from  circulation,  are  (jnestiona  tlie  discussion  of 
which  must  be  for  a  short  time  postponed. 


CHAPTER  XII. 


INFLUENCE  OF  CREDIT  OX  PRICEa 


§  1.  Having  now  formed  a  general  idea  of  tlie  modes 
■  in  which  credit  is  niade  available  as  a  substitute  for  inoney^ 
we  have  to  coueider  in  what  manner  the  use  of  these  substi- 
tutes affects  the  value  of  money,  or,  what  is  tH|uivalent,  tlie 
prices  of  eomiriodities.  It  is  hardly  necessary  to  say  that 
the  permanent  valuu  of  luoney—the  natural  and  average 
prices  of  commoditiea — are  not  in  question  here.  Tliese 
are  determined  by  the  cost  of  producing  or  of  obtaining  the 
precious  metals.  An  ounce  of  gold  or  silver  will  in  the  long 
run  exchange  for  as  much  of  every  other  commodity,  as  can 
be  produced  or  imported  at  the  same  cost  with  itself.  And 
an  order,  or  note  of  liand,  or  bill  payalile  at  sight,  for  an 
oimce  of  gold,  while  tlie  credit  of  the  giver  is  unimpaired, 
is  worth  neitlier  more  nor  less  than  the  goh]  itself. 

It  is  not,  however,  with  ultimate  or  average,  hat  with 
immediate  and  temporary  prices,  that  we  are  now  concerned. 
Tliese,  as  we  have  seen,  may  deviate  veiy  widely  fmm  the 
standard  of  cost  of  production.  Among  otliir  causes  of 
flnctaation,  one  we  have  found  to  be,  the  quantity  of  money 
in  circulation.  Other  (lungs  being  the  same,  au  iuci'ease 
of  tlic  money  in  circulation  raises  prices,  a  diminution  low- 
era  them.  If  more  money  is  thrown  into  circulation  than 
the  quantity  which  can  circulate  at  a  value  conformable  to 
its  cost  of  production,  the  value  of  money,  so  long  as  the 
i^xcoBs  Jaste,  M'ill  remain  below  the  standard  of  cost  of  pro- 
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dnction,  aiid  general  prices  will  be  eustained  above  tbe 
iiat  lu-al  rate. 

But  we  have  now  found  that  there  other  things,  pncb  as 
bank  notc8>  bills  of  ext:liHUge,  and  cheques,  which  circulate 
as  mone\%ami  ])erform  all  the  func-tiona  of  it:  and  theqiiee- 
lion  arises,  J)u  these  varions  substitntes  oporale  on  prices 
in  the  same  manner  as  money  itseli'?  Docs  an  increase  in 
the  quantity  of  transferable  paper  tend  to  raise  prices,  in 
tl)e  same  manner  and  degree  as  an  increase  in  the  ijuantity 
of  money  ?  Tlieie  lias  been  no  small  amount  of  discussion 
on  this  point  among  writere  on  currency,  without  any  resuU 
80  conclu!?ivB  as  to  liave  yet  obtained  general  asaent. 

I  apprehend  that  bank  notes,  bills,  or  cheques,  as  such, 
do  not  aet  on  prices  at  all.  "What  does  act  on  jirices  is 
Credit,  in  whatever  shape  given,  and  whether  it  gives  rise 
to  any  transferable  instruments  capable  of  passing  into  cir- 
culation, or  not. 

I  proceed  to  explain  and  substantiate  this  opinion. 

§  2.  Money  acts  upon  prices  in  no  other  way  than  by 
being  teiulered  in  exchange  for  commodities.  Tlie  demand 
which  influences  the  prices  of  commodities  consists  of  the 
money  oft'ered  for  them.  But  the  niuney  oiiered,  is  not  the 
same  thing  with  the  money  possessed.  It  is  sometimes  leas, 
sometimes  very  nmch  more.  In  the  long  run  indeed,  tlie 
money  which  people  lay  out  will  be  neither  more  nor  less 
than  the  money  which  they  have  to  lay  out ;  but  this  is  far 
from  being  the  ease  at  any  given  time.  Sometimes  they 
keep  money  by  them  for  fear  of  an  emergency,  or  in  expec- 
tation of  a  more  advantageous  opportunity  of  expending  it. 
In  that  case  the  money  is  said  not  to  be  in  eircnlation :  in 
plainer  language,  it  is  not  offered,  nor  about  to  be  oflfered, 
for  commodities.  Money  not  in  circulation  has  no  eflfect 
on  prices.  ITie  converse,  however,  is  a  much  commoner 
case;  people  make  purchases  with  money  not  in  their  pos- 
seBsion,  An  article,  for  instance,  which  is  paid  for  by  a 
cheque  on  a  banker,  is  bon^ht  with  money  "wliVcik  "not  <iTA^ 
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is  not  in  the  payer's  possession,  but  generally  not  even  in 
the  banker's,  Laving  been  lent  by  him  (all  but  the  usual 
reserve)  to  other  persons.  Wc  just  now  made  the  imagi- 
nary siipjjQsition  that  all  persons  dealt  with  a  bank,  and  all 
witii  the  same  bank,  payments  being  universally  made  by 
chefjues.  In  this  ideal  case,  there  would  be  no  money  any- 
where except  in  the  hands  of  the  banker ;  who  might  then 
safely  part  with  all  of  it,  by  selling  it  as  bullion,  or  lending 
it,  to  be  sent  out  of  the  country  in  exchange  for  goods  or 
foreign  securities.  But  though  there  then  would  be  no 
money  in  possession,  or  ultimately  perhaps  even  in  exist- 
ence, money  would  be  offered,  and  commodities  bought 
with  it,  just  as  at  present.  Peoj^le  would  continue  to  reckon 
their  incomes  and  their  capitals  in  money,  and  to  make  their 
usual  purchases  with  orders  for  the  receipt  of  a  tiling  which 
would  have  literally  ceased  to  exist.  Tliere  would  be  in  all 
this  nothing  to  complain  of,  so  long  as  the  money,  in  disap- 
lieai'iiig,  left  an  e<piivalent  value  in  other  things,  ap]>licable 
when  rerjuired  to  the  reimbursement  of  those  to  whom  the 
money  originally  belonged. 

In  the  case  however  of  payment  by  cheques,  the  pur- 
chases are  at  any  rate  made,  though  not  with  the  money 
in  the  buyer's  possession,  yet  with  money  to  which  he  has 
a  nght.  But  he  may  make  purchases  witli  money  which 
he  only  expects  to  have,  or.  even  only  pretends  to  expect. 
He  may  obtain  goods  in  return  for  his  acceptances  jtayable 
at  a  future  time;  or  on  his  note  of  hand ;  or  on  a  siuiplo 
beok  credit,  that  is,  on  a  mere  promise  to  pay.  All  these 
purchases  have  exactly  the  same  efl'ect  on  price,  as  if  they 
were  made  with  ready  money.  The  amount  of  purchasing 
power  which  a  person  can  exercise  is  composed  of  all  tlio 
money  in  his  possession  or  due  to  hiin,  and  of  all  his  credit. 
For  exorcising  the  whole  of  this  power  ho  finds  a  sufficient 
motive  only  under  peculiar  circumstances;  but  he  always 
possesses  it;  and  the  portion  of  it  which  he  at  any  time 
does  exercise,  ia  the  measure  of  the  eft'ect  which  he  produces 
£?/?  price. 
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Suppose  that,  in  the  expectation  tliat  some  commodity 
will  nse  in  price,  he  determines,  not  only  to  invest  iu  it  all 
his  ready  money,  bnt  to  take  np  on  crtxlit,  From  the  produ- 
cers or  inii»orters,  ad  luufh  of  it  as  their  opiniun  ol'  his  re- 
eoorces  will  enable  him  to  obtain.  Every  one  must  see  that 
by  thus  acting  he  produces  a  greater  effect  on  price,  than 
if  he  limited  ids  purchases  to  tlie  money  he  has  actually  iu 
band.  He  creates  a  demand  for  the  article  to  the  full 
amount  of  hie  money  and  credit  taken  together,  and  raises 
the  price  proportionally  to  both,  AnJ  tliis  effect  is  pro- 
duced, though  none  of  the  written  instruments  called  sub- 
stitutes for  enrren(.'y  may  be  called  into  existence ;  though 
the  transaction  may  give  rise  to  uo  bill  of  exchange,  nor  to 
the  issue  of  a  single  bank  note.  The  buyer,  instead  of  tak- 
ing a  mere  book  credit,  might  have  given  a  bill  for  the 
amount ;  or  might  have  paid  for  tlic  goods  with  bank  notes 
borrowed  tor  that  purpose  from  a  banker,  thus  making  the 
purchase  not  on  his  own  credit  with  the  seller,  but  on  the 
banker's  credit  \vith  the  seller,  and  hie  i>wn  with  the  banker. 
Had  be  done  so,  lie  would  have  jtroduced  as  great  an  effect 
on  price  as  by  a  simple  purchase  to  the  same  amount  on  a 
book  credit,  but  no  greater  effect.  The  credit  itself,  not 
the  form  and  mode  iu  which  it  is  given,  is  tlie  operating 
caoBe. 


§  3.  The  inclination  of  the  mercantile  public  to  in- 
crease their  demand  for  commodities  by  nmking  use  of  all 
or  muuh  of  their  credit  as  a  purchasing  power,  depends  on 
their  expectation  of  profit.  When  there  is  a  general  im- 
pression that  the  price  of  some  commodity  is  likely  to  rise, 
from  an  extra  demand,  a  short  crop,  iibstruftions  to  impor- 
tation, or  any  other  cause,  there  U  a  disposition  among 
dcaicTB  to  increase  their  stbcks,  in  oi-der  to  profit  by  the  ex- 
pet'ted  rise.  Tlus  disposttitm  tend?  in  itself  to  produce  the 
effect  which  it  looks  forward  to,  a  rise  of  price  :  and  if  the 
rise  is  considerable  and  progressive,  other  speculators  are 
attracted,  who,  so  }oug  as  the  price  Kaa  woi  \)e«\m  Xo  ^«SJt,^ 
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are  willing  to  believe  that  it  will  contimie  rising.  These, 
bj  fartlier  purchases,  pioduee  a  further  advance :  and  thus 
a  ris«  of  price  for  which  there  were  originally  some  rational 
groiuide,  is  often  heightened  by  merely  speculative  pur- 
chases, until  it  greatly  exceeds  what  the  original  grounds 
will  justify.  After  a  time  this  begins  to  be  ]>erceived  ;  the 
price  ceases  to  rise,  and  tlie  holders,  thinking  it  time  to 
realize  their  gains,  are  anxious  to  sell.  Tlien  the  price  be- 
gins to  decline :  the  holders  rush  into  the  market  to  avoid 
a  still  greater  loss,  and,  few  being  willing  to  buy  in  a  fall- 
ing market,  the  price  falls  nmch  more  suddenly  tlian  it  rose. 
Those  wlio  have  bought  at  a  higher  price  than  reasonable 
calculation  justified,  and  who  have  been  overtaken  by  the 
revulsion  before  they  had  realized,  are  lo&ere  in  proportion 
to  the  greatness  of  the  fall,  and  to  the  quantity  of  the  com- 
modity which  they  hold,  or  have  bound  themselves  to  pay 
for. 

Now  all  these  effects  might  take  place  in  a  community 
to  which  credit  was  unknown:  the  prices  of  some  com- 
modities might  rise  from  speculation,  to  an  extravagant 
height,  and  then  fall  rapidly  back.  But  if  there  were  no 
such  thing  as  credit,  this  could  hardly  happen  with  respect 
to  commodities  generally.  If  all  purchases  were  made  with 
ready  money,  the  payment  of  increased  pi-ices  for  some 
articles  wonlil  draw  an  uniisual  proportion  of  the  money  of 
the  conmiunitv  into  the  markets  for  those  articles,  and  must 
therefore  draw  it  away  from  some  other  class  of  commodi- 
ticB,  and  tlius  lower  their  prices.  The  vacuum  might,  it  is 
true,  be  partly  filled  up  by  increased  ra]pidity  of  circula- 
tion ;  and  in  this  manner  the  money  of  the  community  is 
virtually  increased  in  a  time  of  speculative  activity,  because 
people  keep  little  of  it  by  them,  but  hasten  to  lay  it  tjut  in 
some  tempting  adventure  as  soon  a*  possible  after  they  re- 
ceive it.  This  resource,  however,  is  limited  :  on  the  whole, 
people  cannot,  while  the  quantity  uf  money  rcmniiis  the 
same,  lay  out  much  more  of  it  in  some  things,  without  lay- 
ing  out  Jess  in  others.     But  what  they  cannot  do  by  ready 
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money,  they  can  do  by  an  extension  of  credit.  Wlien  peo- 
ple go  into  tUe  market  and  purchase  with  money  which  they 
hope  to  receive  licreafter,  they  are  drawing  upon  an  un- 
limited, not  a  limited  i'und.  Spucidatiou,  tlius  suppurted, 
may  be  going  on  in  any  number  of  commodities,  without 
disturbing  tlie  regular  course  of  business  in  otiiers.  Tt 
might  even  be  going  on  in  all  i-ommodities  at  once.  Wo 
could  imagine  that  in  an  epidemic  tit  of  the  passion  of 
gambling,  all  dealers,  instead  of  giving  only  their  accus- 
tomed orders  to  the  niauufaeturers  or  growers  of  their  com- 
modity, commenced  buying  up  all  of  it  which  they  could 
procure,  as  far  as  their  capital  and  credit  would  go.  All 
prices  would  rise  enormously,  even  if  there  were  no  increase 
of  money,  and  no  paper  credit,  but  a  mere  extension  of  pur- 
chases on  book  credits.  After  a  time  those  who  had  bought 
would  wish  to  sell,  and  prices  would  collapse. 

Tills  is  the  ideal  extreme  case  of  what  is  called  a  com- 
mercial crisis.  There  is  said  to  be  a  comniercia!  crisis,  when 
a  great  number  of  mereiianta  and  ti'aders  at  once,  either 
have,  or  apprehend  tbat  they  shall  have,  a  ditlieulty  in 
meeting  their  engagements.  The  most  usual  cause  of  this 
general  embarrassment,  is  the  recoil  of  prices  after  they 
liave  been  raised  by  a  spirit  of  speculation,  intense  in  degree, 
and  extending  to  many  commodities.  Some  accident,  which 
excites  expectations  of  rising  pric-ee,  such  as  the  opening  of 
a  new  foreign  market,  or  simultaneous  jndieatious  of  a  short 
supply  of  several  great  ai'ticlea  of  commerce,  sets  specula- 
tion at  work  in  several  leading  departments  at  once.  The 
prices  rise,  and  the  holders  realize,  or  appear  to  have  the 
power  of  realizing,  great  gains.  In  certain  states  of  the 
public  mind,  such  examples  of  rapid  increase  of  fortune  call 
forth  nnmerous  itnitators,  and  speculation  not  ouly  goes 
mncli  beyond  what  is  jiistified  by  the  original  grounds  for 
expecting  rise  of  price,  but  extends  itself  to  articles  in  whic!i 
there  never  was  any  such  ground  :  these,  however,  rise  like 
tiie  rest  as  soon  as  speculation  sets  in.  At  periods  of  thie 
kind,  a  great  extension  of  credit  takes  place.    "S5oX.Wi^  ? 
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all  whom  the  contagion  reaolies,  emploj  their  credit  much 
more  Ireely  than  usual ;  but  they  really  have  more  credit, 
because  they  seem  to  be  mating  unusual  gains,  and  because 
a  generally  reckle&s  and  adventurous  i'ceUiig  prevails,  which 
disposes  people  to  give  as  well  as  take  credit  more  largely 
than  at  other  times,  and  give  it  to  persons  not  entitled  to 
it.  In  this  mauner,  in  the  celebrated  speculative  year  1825, 
and  at  various  other  periods  during  the  present  century,  tlie 
prices  of  many  of  the  principal  articles  of  commerce  rose 
greatly,  without  any  fall  in  others,  so  that  general  prices 
might,  without  incorrectness,  be  said  to  have  risen.  MTicn, 
after  such  a  rise,  the  reaction  cumes,  and  prices  begin  to 
fall,  though  at  first  perhaps  only  tlirougli  the  desire  of  the 
holders  to  realize,  speculative  purchases  cease :  but  were 
this  all,  prices  would  only  fall  to  the  level  from  whioli  they 
rose,  or  to  that  M-liieh  is  justitied  by  the  statu  of  the  con- 
sumption and  of  the  supply.  Tliey  fall,  however,  much 
lower;  for  as,  when  jirices  were  rising,  and  everyliody  ap- 
parently making  a  fortune,  it  was  easy  to  obtain  almost  any 
amount  of  credit,  bo  now,  when  everybody  seems  to  be 
losing,  and  many  fail  entirely,  it  is  with  ditlicuJty  that  firms 
of  known  solidity  can  4)btain  even  the  credit  to  which  they 
are  accnstomed,  and  which  it  is  the  greatest  inconvenience 
to  them  to  l>e  without ;  because  all  dealers  have  engage- 
ments to  fulfil,  and  nobody  feeling  sure  that  the  portion  of 
his  means  whii'h  lie  has  entrusted  to  others  wiJ!  be  available 
in  time,  no  one  likes  to  part  with  ready  money,  or  to  post- 
pone hifi  t'laim  to  it.  To  these  rational  considerations  there 
is  superadded,  in  extreme  cases,  a  panic  as  unreasoning  as 
the  previous  over-confidence ;  money  is  borrowed  for  short 
periods  at  altnost  any  rate  of  interest,  and  sales  of  goods  for 
immediate  payment  are  made  at  almost  any  sacrifice.  Tlius 
general  prices,  during  a  commercial  revulsion,  fall  as  much 
below  the  usual  level,  as  during  the  previous  period  of 
Bpeculatioii  they  have  risen  above  it :  the  fall,  as  well  as 
the  rise,  originating  not  in  anything  afi'ecring  money,  but 
la  the  state  of  credit;  an  nntisually  extended  emjiloyment 
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of  credit  doling  the  earlier  period,  followed  by  8  great  di- 
minutinn,  never  Hinoiinting  however  to  an  entire  cessation 
of  it,  in  tlie  latter. 

It  U  not,  however,  universally  true  that  the  contraction 
of  credit,  characteristic  of  a  commercial  crisis,  ranst  have 
been  preceded  by  an  extraordinary  and  irrational  extension 
of  it.  There  are  otiier  causes ;  and  uuu  of  the  most  recent 
crises,  that  of  18^7,  is  an  instancoT  having  been  preceded  by 
no  partieulai*  extension  of  credit,  and  by  no  sjicc^ilations ; 
except  those  in  railway  shares,  which,  though  in  many  cases 
extravagant  enougli,  yet  being  carried  on  mostly  with  that 
portion  of  means  wliicli  the  speculaturs  could  afford  to  lose, 
were  not  calculated  to  pruduce  the  wide-spruad  ruin  which 
arises  from  vicissitudes  of  price  in  the  commodities  in  which 
men  habitually  deal,  and  in  which  the  bulk  of  tlieir  capital 
is  invented.  The  crises  of  18i7  belonged  to  another  class 
of  mercantile  phenomena.  There  occasionally  happens  a 
concurrence  of  cimumstances  tending  to  withdraw  from  the 
loan  market  a  considerable  portion  of  the  capital  which 
usually  supplies  it.  These  circumstances,  iu  the  present 
case,  were  great  foreign  payments,  (occasioned  by  a  high 
price  of  cotton  and  an  imprucedented  importution  of  food.) 
together  with  the  continual  demands  on  the  circulating  caji- 
ital  of  the  coimtry  by  railway  calls  and  the  loan  transactious 
of  railway  companies,  for  the  puqK^sc  of  Iteiug  converted 
into  fixed  capital  and  made  unavailalile  for  future  lending. 
These  various  demands  fell  principally,  as  such  demands 
always  do,  on  the  loan  marki^t.  A  great,  though  not  the 
greatest  part  of  the  imported  food,  was  actually  paid  for  by 
the  procee<ls  of  a  government  loan.  The  extra  payments 
which  purchasers  of  corn  and  cotton,  and  railway  ehare- 
bolders,  found  themselves  obliged  to  make,  were  either 
made  with  their  own  spare  cash,  or  with  money  raised  for 
t!ie  occasion.  On  the  first  supposition,  they  were  made  by 
witlidrawing  deposits  from  bankers,  and  thus  cutting  off  a 
part  of  tlie  streams  which  fed  tlie  loan  market ;  on  the  sec- 
ond supposition,  thex  vrere  made  by  actual  Ar^iSte  ou  '^^ 
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loan  market,  either  by  the  sale  of  securities,  or  by  taking 
up  money  at  interest.  This  combination  of  a  tVesU  demand 
for  loans,  \rith  a  curtailment  of  the  eapitui  disposable  for 
them,  raibed  the  rate  of  iiitei-est,  and  made  it  imposaible  to 
borrow  except  on  tlie  very  best  security.  Some  fiiius 
tiicrefore,  whidi  by  an  improvident  and  unmercantile  mode 
of  conducting  business  had  allowed  their  capital  to  bet:ome 
either  temporarily  or  permanently  unavailable,  became 
unable  to  command  tliat  perpetual  renewal  of  credit  which 
had  previously  enabled  tlieiu  to  struggle  ou.  Tliese  firms 
stopped  payment :  their  failure  involved  more  or  less  deeply 
many  other  firms  whirh  [i;id  tcnsted  them  ;  and,  as  usual  in 
such  cases,  the  general  distrust,  couimonly  ctvUed  a  panic, 
began  to  set  in,  and  might  have  produced  a  destruction  of 
credit  eqnal  to  that  of  1S25,  had  not  circumstances  which 
may  almost  be  called  accidental,  given  to  a  very  simple 
measure  of  the  government  (the  suspension  of  the  Bank 
Chartor  Act  of  1844)  a  tVirtnnate  power  of  allaying  panic,  to 
which  when  conaideied  in  itself,  it  had  no  sort  of  claim. 

g  4.  The  general  operation  of  credit  upon  prices  bcinff 
such  as  we  have  describctl,  it  is  evident  that  if  any  particxi- 
lar  mode  or  form  of  creflJt  is  calculated  to  have  a  gri'.iter 
operation  on  prices  than  others,  it  can  only  be  by  giving 
greater  facility,  or  greater  encourageuiejit,  to  the  multipli- 
cation of  credit  transactions  geiiei'ally.  If  hank  notes,  for 
instauce,  or  billn,  liave  a  greater  efi'ect  on  prices  than  book 
credits,  it  is  not  by  any  diiferenc-e  in  the  transactions  them- 
selves, which  are  cssiMilially  the  same,  whether  takuig  place 
in  the  one  way  or  in  the  other :  it  nmst  be  that  there  are 
likely  to  be  more  of  them.  If  credit  is  likely  to  be  ntore 
extensively  used  as  a  purchasing  power  when  bank  notes  or 
hills  are  the  instruments  used,  than  when  the  credit  is  given 
by  mere  entries  in  an  account,  to  that  extent  and  no  more 
there  is  ground  for  ascribing  to  the  former  a  greater  power 
over  the  markets  than  belongs  to  the  latter. 

^ioirit  appears  tliat  there  is  some  such  distinction.    As  far 
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{j£  respects  the  particular  transaction,  it  makes  no  difiereiice 
in  tlie  eftect  on  price  whether  A  buys  goods  of  B  on  simple 
credit,  or  gives  a  bill  tor  them,  or  pays  tor  them  with  hauk 
notes  Itnt  to  him  by  a  banker  C  Tho  ditlercndo  h  in  a 
Eubfiixiuuitt  stage.  It'  A  has  bought  the  goods  on  a  book 
credit,  there  is  no  obvious  or  convenient  mode  by  whicli  15 
i-an  make  A's  debt  to  him  a  means  ot"  extending  his  o\vn 
credit-  Whatever  credit  iie  has,  will  be  duo  to  tlic  general 
opinion  enlerttunud  of  hia  solvency ;  he  cannot  specitically 
pledge  A^s  debt  to  a  third  person,  as  a  security  ibr  money 
lent  or  goods  bought.  But  if  A  has  given  him  a  bill  lor  the 
ftiuomit,  he  can  get  this  discounted,  which  is  the  same  thing 
&8  borrowing  money  on  the  joint  credit  of  A  and  himself: 
or  lie  may  p:iy  away  the  bill  in  exchange  for  goods,  which  is 
obtaining  goods  on  the  same  joint  credit.  In  either  case, 
here  is  a  second  credit  transaction,  grounded  on  the  first, 
and.  which  would  not  have  taken  plm^e  if  the  first  had  been 
transacted  without  the  intervention  of  a  bill.  Kor  need  the 
transactions  end  here.  Tin;  hill  may  be  again  dist-ouiited, 
or  ag;iin  paid  away  for  goods,  several  times  before  it  is  itself 
presented  for  payment.  Nor  would  it  be  correct  to  say  that 
tliese  Buuccssive  holders,  if  they  had  not  had  the  bill,  might 
have  attained  their  pnq>os<'  by  imrcliasing  goods  on  their 
own  credit  with  the  dealere.  They  may  not  all  of  them  be 
I>ersons  of  credit,  or  they  may  already  liave  strctidied  their 
credit  as  far  as  it  will  go.  And  at  all  events,  either  money 
or  goo<is  are  more  readily  obtained  on  the  credit  of  two  per- 
80D8  than  of  one.  Nobody  will  pretend  that  it  is  as  easy  a 
thing  for  a  merchant  to  borrow  a  thousand  pounds  on  his 
own  credit,  as  to  get  a  bill  diecotmtcd  to  tlic  same  amount, 
when  the  drawee  is  of  known  solvency. 

If  we  now  suppose  that  A,  instead  of  giving  a  bill,  ob- 
tains a  loan  of  bank  notes  from  a  banker  C,  and  with  them 
pays  B  for  his  goods,  we  sliidl  find  tho  diftercnce  to  be  still 
greater.  B  is  now  independent  even  of  a  discounter:  A*s 
bill  would  have  been  taken  in  pa>Tnent  only  by  those  who 
were  acquainted  \s-ith  his  reputHtioti  for  solveuc^j*,  WV  bw 
so 


banker  is  a  person  who  lias  credit  witli  the  publie  generally, 
aud  whose  notes  are  taken  in  payment  by  every  one,  at 
least  in  hia  own  neighbourliood :  insomuch  that,  by  a  cue- 
torn  whiuh  has  grown  inlo  law,  payment  in  bank  notes  is  a 
complete  aecpiittiince  to  the  payer,  whereas  it'  he  has  paid 
by  a  billj  lie  still  remaiua  liable  to  the  debt,  it*  the  y»ereon  on 
wlumi  llic  bill  is  drawn  I'aiU  to  pay  it  wben  due.  B  there- 
lore  can  expend  the  whole  of  the  bank  notes  without  at  all 
involving  his  own  ci-edit :  and  whatever  power  he  had  be- 
fijre  of  obtaining  goods  on  book  credit,  remaiuB  to  him  un- 
impaired, in  addition  to  the  purchasing  power  he  derives 
from  the  possession  of  the  notes.  The  same  remark  applies 
to  every  person  in  succession,  into  whose  hands  the  notes 
may  come.  It  is  only  A,  the  first  bolder,  (who  need  his 
credit  to  obtain  the  notes  as  a  loan  from  the  issuer,)  who  can 
possibly  find  the  credit  he  poBScsscs  in  other  quarters  abated 
by  it ;  and  even  in  his  case  that  result  is  not  probable ;  for 
thongli,  in  reason,  and  if  all  bis  circuinstancfcs  were  known, 
every  dratV  already  nuulc  upon  hits  credit  ought  to  diminish 
by  80  much  his  power  of  obtaining  more,  yet  in  jiractieo  the 
reverse  more  frerpiently  hai>]iens,  and  bis  biiving  been  trust- 
ed by  one  jici-son  is  supposed  to  be  evidence  tbat  he  may 
safely  be  trusted  by  others  also. 

It  appears,  therefore,  that  bank  notes  arc  a  more  power- 
fid  ingtnimont  for  raising  priccft  than  bills,  and  bills  than 
book  credits.  It  does  not,  indeed,  follow  that  credit  wiJl  be 
more  used  because  it  can  be.  Wlien  the  state  of  trade  holds 
out  no  jiai-tif'ukr  tein])tation  to  make  large  i)nrchaees  on 
credit,  doalcrrt  M-ill  uhc  only  a  small  portion  of  tlie  credit- 
power,  and  it  will  depend  only  on  convenience  whether  the 
portion  which  they  U50  will  be  taken  in  one  form  or  in 
another.  It  is  not  until  the  cirenmstnnces  of  the  markets, 
and  the  state  of  the  mercantile  mind,  render  many  persona 
desirous  of  etretcbing  their  creilit  to  an  unusual  extent,  that 
the  d'stinctive  i>ropertics  of  tlic  different  forms  of  credit  dis- 
play themselves.  Credit  already  stretched  to  the  utmost  in 
tljo  form  of  book  debts,  would  be  susceptible  of  a  great  ad- 
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(Jitional  extension  l»y  means  of  bille,  and  of  a  still  greater  by 
means  of  bank  notes.  Tlie  first,  because  each  dealer,  in 
addition  to  his  own  credit,  would  be  enabled  to  create  n 
t'tirtber  purcbtising  power  out  of  the  credit  which  he  had 
hlmaclf  given  to  others:  the  second,  liecause  the  bimker*a 
credit  with  the  pulilic  at  large,  coined  into  notes,  as  bullion 
is  coined  into  pieces  of  money  to  make  it  jKirtablc  and 
dirisible,  is  so  much  purchajsing  power  gupcrad<]ed,  in  the 
hands  of  every  fiucceesive  holder,  to  that  whicli  lie  may  de- 
rive from  his  own  credit  To  state  the  matter  otherwise ; 
one  single  exertion  of  tlie  credit-power  in  the  form  of  book 
credit,  is  only  the  foundation  of  a  single  purchase  :  but  if  a 
hill  is  drawn,  that  same  portion  of  credit  may  serve  for  as 
many  purchases  as  the  number  of  times  the  hill  changes 
hands  :  wlule  every  bank  note  issued,  renders  the  credit  of 
the  banker  a  purchafiina;  power  to  that  amount  in  tlie  hands 
of  all  the  successive  liolders,  without  impairing  any  [tower 
they  may  possess  of  effecting  purchases  on  their  own  credit. 
Credit,  in  short,  has  exactly  the  same  purcliasin*^  power  with 
money  ;  and  as  money  tells  upon  prices  not  siuiply  in  pro- 
portion to  its  anijunt,  btit  to  its  amount  multiplied  by  the 
number  of  times  it  changes  hands,  so  ako  does  credit ;  and 
credit  transferable  from  hand  to  hand  is  in  that  proportion 
more  potent,  than  credit  which  only  performs  one  purchase. 

§  5.  All  this  purchasing  power,  however,  is  operative 
upon  prices,  only  according  to  the  proportion  of  it  which  is 
used  :  and  the  eft'eet,  therefore,  is  only  felt  in  a  state  of  cir- 
cumstanees  calculated  to  lead  to  an  nnueually  extendetl  use 
of  ci'edit.  In  such  a  state  of  eircamstanccs,  that  is,  in  spec- 
ulative times,  it  cannot,  I  think,  he  denied,  that  prices  are 
likely  to  rise  higher  if  the  speculative  purchases  are  made 
with  bank  notes,  than  when  they  are  made  with  bills,  and 
when  made  by  bills  than  when  made  by  book  credits.  This, 
however,  is  of  far  less  importance  than  might  at  iirst  be 
imagined  ;  because,  in  jwiiit  of  fact,  speculative  i)ureha8e8 
are  not,  in  the  ^reat  mnjonty  of  cases,  made  e\t\vex  -^XxXv 
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bank  notes  or  with  billa,  bnc  are  imule  almost  excla;6iv«]y  on 
hoiok  credits.  "  Applications  to  the  Book  &)t  exteatlrti  dis- 
coant,"  says  the  Ki^htst  aathority  on  such  subjects**  i,aud 
chti  same  thin^  caust  be  true  of  appLicacions  to  other  batiks) 
^  occur  rarely  if  erer  m.  die  engjiL  or  proi^regi*  ot  extensive 
apeculatioua  in  commodities.  These  are  entered  into,  for 
the  ruoet  part  if  not  estzrelv,  in  the  lir&t  instance,  on  credit 
for  the  len^h  of  term  asoxil  in  the  several  trades ;  thus  en* 
tailini;  on  the  [farties  no  immediate  neeeefiity  tor  borruwiiiv 
BO  much  au9  may  be  vaute^i  for  the  porpoee  beyond  their 
own  available  capital.  This  applies  partieularly  to  specoli^ 
tive  porehaees  of  commofiitles  on  the  spot,  with  a  view  to 
resale.  But  these  generally  form  the  smaller  proportion  of 
eng^ements  on  credit.  By  far  the  largest  of  thoi^e  entered 
into  on  the  prospect  of  a  rise  of  prices,  are  such  as  have  in 
view  importations  fri>m  abroad.  The  satne  remark,  too,  is 
applicable  to  the  export  of  commodities,  when  a  larire  pro- 
portion is  on  tlte  cre^lit  of  the  shippers  or  their  consignees. 
As  long  as  circnm^tances  hold  oat  the  prospect  of  a  favour- 
able resnlt,  the  credit  of  the  [tarties  is  generally  sustained. 
If  some  of  them  wish  to  realize,  there  are  others  with  capital 
and  credit  ready  to  replace  them  ;  and  if  the  events  fully 
justify  the  grounds  on  which  the  speculative  transactions 
were  entered  into  (thus  admitting  of  sales  tor  consumption 
in  time  to  replace  the  capital  embarked)  there  is  no  un- 
usual demand  for  borrowed  capital  to  sustain  them.  It  is- 
only  when  by  the  vici^Itudes  of  political  events,  or  of  tlie 
seasons,  or  other  adventitious  circunistimces,  the  fi  rtlicom- 
ing  supplies  are  found  to  exceed  the  computed  rate  of  con- 
eumptiun,  and  a  fall  of  prices  ensues,  tliat  an  increased  de- 
mand for  cajMtal  tiikes  place ;  the  market  rate  of  interest 
then  rises,  and  increased  applications  are  made  to  the  Bank' 
of  England  for  discount."  So  that  the  multiplication  of 
bank  notes  and  other  transfcnible  ]>aper  does  not,  for  the 
most  part,  aecoiMpany  and  facilitate  the  speculation ;   but 
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comes  iuto  play   cliieily  when   the  tide   is   turning,  and 
diffitulticB  begin  to  be  felt. 

Of  the  extraordinary  hei«rht  to  which  epecnlative  traus- 
aciioiiti  can  be  carried  npon  uiera  bottk  credits^  without  the 
smalletit  addition  to  wliat  is  commonly  called  the  cnrreney, 
very  few  persons  are  at  all  aware.  *'  Tlie  power  of  pnr- 
chaiie,"  aaya  Mr.  Tooke.*  '*  by  pereons  having  capital  and 
credit,  is  mnch  beyond  anything  that  those  who  are  nnnc- 
quaiuted  practically  with  epecuhitive  markets  have  any  idea 
of.  ...  A  perbon  having  the  reputation  of  capital  enongh 
for  his  regular  biisine^s,  and  enjoying  good  credit  in  Ids 
trade,  if  he  takes  a  sanguine  view  of  the  prospect  of  a  rise 
of  price  of  the  article  in  which  he  deals,  and  is  favoured  by 
circuint^taiices  in  the  outset  and  progress  of  his  speculation, 
may  etTeet  purchases  to  an  extent  perfectly  enonnoue,  com- 
pared with  hiti  capitid.'"  Mr.  Tooke  oonfinns  this  statement 
hy  some  remarkable  instances,  exemplifying  the  immense 
jinrehasing  power  which  may  he  exercised*  and  rise  of  price 
which  may  be  produced,  by  credit  not  represented  by  either 
bauk  notes  or  hills  of  exchange. 

"  Amongst  the  Cxirlier  speculators  for  an  ndvance  in  the 
price  of  tea,  in  consequence  of  our  dispulo  with  China  in 
1839,  were  several  retail  grocers  and  tea-dealei-s.  There 
'  was  a  general  disposition  among  the  trade  to  get  into  stoclc : 
that  is.  to  lay  in  at  once  a  quantity  which  would  meet  the 
probable  demand  from  their  customers  for  several  montlis  to 
come.  Some,  however,  among  them,  more  sanguine  and 
adventurous  than  the  rest,  availed  themselves  of  their  credit 
with  the  importers  and  wholesale  dealers,  for  jmrtdiasing 
quantities  much  beyond  the  estimated  demand  in  their  own 
business.  As  the  jturehases  were  made  in  the  first  instance 
ostensibly,  and  perhaps  rcallyj  for  tlie  legitimate  purposes 
and  within  tlie  limits  of  their  regular  business,  the  pai-ties 
were  enabled  to  buy  without  the  condition  of  any  deposit ; 
whereas  speculators,  known  to  he  such,  are  required  to  pa}' 


•  IiutairT  inio  the  Cunencj  Principle,  pp.  19  and  1^6 — a. 
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2^.  per  cLest.  to  cover  any  probable  diflerence  of  price  wliicli 
might  arise  before  the  expiration  of  the  prompt,  wliieh,  fur 
this  article,  is  three  months.  Without,  therefore,  the  outlay 
of  a  single  farthing  of  actual  capital  or  currency  in  any 
shape,  they  made  purchases  to  a  considerable  extent ;  and 
with  the  jirofit  realized  on  the  resale  of  a  part  of  these  pur- 
chases, they  were  enabled  to  pay  tJie  deposit  on  further 
quantities  when  required,  aa  was  the  case  when  the  extent 
of  tlie  purchases  attracted  attention,  lu  this  way,  the  spec- 
ulation went  on  at  advancing  prices  (100  per  cent  and  ajv 
wards)  till  nearly  the  expiration  of  the  prompt,  and  if  at  that 
time  circmnstances  had  Ijeen  such  as  to  justify  the  aj-prehen- 
sion  which  at  one  time  prevailed,  that  all  future  supplies 
would  be  cut  off,  the  prices  might  Lave  still  further  ad- 
vanced, and  at  any  rate  not  have  retrograded.  In  this  case, 
the  speculators  might  have  realized,  if  not  all  the  protit  they 
liad  anticii>ated,  a  very  handsome  sum,  upon  which  they 
might  have  been  enabled  to  extend  their  bitsineea  greatly, 
or  to  retire  from  It  altogether,  witii  a  reputation  for  great 
sagacity  in  thus  makiug  their  fortune.  But  instead  of  this 
favourable  result,  it  so  happened  that  two  or  three  cargoes 
of  tea  which  had  been  transhipped  were  admitted,  contrary 
to  exj)cctatii_m,  to  entry  on  their  arrival  here,  and  it  was 
found  that  further  indirect  shipments  were  in  progress. 
Tlins  the  supj^ly  was  iuL-reased  beyond  the  calculation  of  the 
speculators :  and  at  the  same  time,  the  consumption  had 
been  dimiuiahed  by  the  high  price.  Tliere  was,  conse- 
quently, a  violent  reaction  on  the  market;  the  speculators 
were  unable  to  sell  without  such  a  sacrifice  as  disabled  them 
from  fulfilling  their  engagements,  and  several  of  them  con- 
sequently failed.  Among  these,  one  was  mentioned,  who 
having  a  (tftpital  not  execediug  1,200Z.  which  was  locked  up 
in  his  business,  had  contrived  to  buy  4,000  chests,  value 
above  80,000^.,  the  loss  upon  which  was  about  1G,000/. 

"  The  otlier  example,  which  I  have  to  give,  is  that  of  the 
operation  on  the  com  market  between  1833  and  1843. 
There  was  an  instance  of  a  person  who,  when  he  entered  on 
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Ilia  extensive  speculations,  wae,  as  it  appeared  by  the  snbee- 
quetit  examination  of  liis  affairs,  pogeessed  of  a  capital  not 
exceeding  SOOii/.,  l)ut  being  successful  in  the  outset,  and 
favoured  by  circnnistancefi  in  the  progress  of  his  operations, 
be  coutrivod  to  make  porchasce  to  such  an  extent,  that 
when  he  stopped  payment  his  engagements  were  found  to 
amount  to  lietween  5UU,00u/.  and  6o0,if00/.  Otlier  instances 
might  be  cited  of  parties  without  any  capital  at  all,  who,  by 
dint  of  mere  credit,  were  enabled,  while  the  aspect  of  the 
market  favoured  their  views,  to  make  purchases  to  a  very 
great  extent. 

''  And  be  it  observed,  that  these  speculations,  involving 
enormous  purchases  on  little  or  no  capitid,  were  carried  on 
iu  1839  and  1840,  when  tlie  money  market  was  in  its  most 
contracted  state ;  or  when,  according  to  modem  phraseol- 
ogy, there  was  tlie  greatest  scarcity  of  money." 

But  though  the  great  instrument  of  speculative  pur- 
chases is  book  credits,  it  cannot  be  contested  that  in  specu- 
lative periods  an  increase  docs  take  place  in  the  quantity 
both  of  bills  of  exchange  and  of  bank  notes.  Tliis  increase, 
indeed,  so  far  as  bank  notes  are  concerned,  hardly  ever  takes 
])!ace  in  the  earliest  stage  of  the  speculations ;  advmices 
from  bankers  (as  Mr.  Tooke  observes)  not  being  a]>plied  for 
in  order  to  purchase,  but  in  order  to  liold  on  without  Belling 
when  tlie  usual  term  of  credit  has  expired,  and  tho  liigb 
pnce  which  was  calculated  on  has  not  arrived.  But  the  tea 
speculatore  mentioned  by  Mr.  Tookc  could  not  have  carried 
tlieir  speculations  beyond  tho  three  months  which  arc  the 
usual  terra  of  credit  in  their  trade^  unless  they  had  been 
able  to  obtain  advances  from  bankers,  which,  if  the  expecta^ 
lion  of  a  rise  of  ]>rice  had  still  contiimod,  they  probabl) 
could  have  done. 

Since,  then,  credit  in  tbe  form  of  bank  notes  is  a  more 
potent  instnuuent  for  niisiiig  jiriees  than  book  credits,  an 
unrestrained  power  of  resorting  tu  this  instrument  may  con- 
tribute to  prolong  and  heighten  the  speculative  rise  of  prices, 
ind  hence  aggravate  the  subsequent  recoil.     But  in  what 


degree  ?  and  what  importance  onght  we  to  ascribe  to  this 
poseibility  2  It  nmy  help  lis  to  form  some  jiulgment  on  tliis 
point,  if  we  consider  tlic  proportion  which  the  utmost  in- 
crease of  bank  notes  in  a  period  of  speculation,  bears,  I  do 
not  gay  to  the  whole  mass  of  credit  in  the  comitry,  but  to 
the  bills  of  exchange  alone.  Tlie  average  amount  of  bills 
in  existence  at  any  one  time  is  supposed  greatly  to  exceed  a 
hundred  millions  sterling.*  Tbe  hank  note  circulation  of 
Great  Britain  and  Ircluiul  seldom  exceeds  forty  millions,  and 
the  iuci*case  in  speculative  periods  at  most  two  or  three. 
And  even  this,  as  we  have  seen,  hardly  ever  comes  into  play 
until  that  advanced  i>eriod  of  Iho  specularion  at  which  the 
tide  shows  signs  of  turning,  tmd  the  dealers  generally  are 
rathei'  lliinking  of  the  means  of  fulfilling  their  existing  en- 
gagements, than  meditating  an  extension  of  tliem  :  while 
the  quantity  of  bilis  in  existence  ie  largely  increased  fro^j 
the  very  commencement  of  the  sjieculatious.  ^H 

§  6.    It  ifl  well  known  that  of  late  years,  an  artificial 

*  The  moHt  approred  estiiDa,te  is  that  of  Mr.  Leatliain,  grounded  on 
official  returns  of  bill  fitAmps  issued.     The  folliiwin;;  arc  the  remilts:— 


Year. 

btUs  rreatpd  In  Orent  BriUIn 
411(1  Irt-latnl.  rtiinilc^l  nD 
ivturna  of  Bill  HUiiiiim 

Urood  from  ihn  Stniii;>  ufll«6. 

Avenift^  adKititit  to 
drfititatlan  at  iniB  tlots  In 

1632 
1838 

1834 
183S 
1836 
1837 
1638 
1833 

£8flB,Ift3,4O0 
883.M9,ft«ft 
879,155.052 
406,4'i3.r>51 
485,943,473 
4Q5,0S4,115 
4tl5,S(»4,()4I 
528,4»3,e42 

£8fl.(irf8.352 
95.014,896 

v-i,7HH.7fi3 

loi,3no,7r.2 

12I,4KS,8C>S 
113.771,111 
116,376.010 
182,123,460 

"Mr.  Lffttharo,"  savsi.  Mr.  Tnnke,  'Ogives  the  prnccss  by  which,  upon  Ih? 
data  fnniiBbed  h_v  the  retume  of  BtjirapB,  he  arrires  at  thew?  reaulUi;  ainl  I  am 
dlRposeil  to  tliink  that  they  are  ns  near  an  appro  ximatifin  to  the  truth  as  the 
nature  of  the  materials  adniila  of  arriving  at." — liufutry  into  tht  Currencjf  Prin- 
eijUe,  p.  26.  Mr.  Xt-umardi  (Appendii  No.  3D  to  Jieport  of  I  fie  Ccfmmittee  o« 
the  Jititik  Actx  in  1857,  anH  Nhtori/  of  Prices,  vol,  vi.  p.  &ft7)  showa  grounds 
for  the  (ipinion  tliat  the  total  t)Hl  i-ii-culatioti  in  I8D7  woa  not  much  lece  than  180 
minions  storling,  and  that  it  sometimes  rises  to  200  miUloiui. 


UfFLUO'UE  OF  CREDIT  ON*   rEICESl 


81 


I 

I 
I 


I 


limitation  of  the  issue  of  bank  notes  has  been  regarded  by 
many  political  economists,  and  by  a  great  portion  of  the 
public,  as  au  expedient  of  supreme  efficacy  for  preveutiiu;;^ 
and  when  it  cannt)t  prevent,  fur  moderating,  the  fovcr  of 
Bpecixlation  ;  and  tliis  opinion  received  the  recognition  and 
sanction  of  the  legislature  by  the  Currency  Act  of  1844. 
At  the  point,  however,  wliich  our  inquiries  have  roachetl, 
though  we  have  conceded  to  bank  notes  a  greater  power 
over  prices  than  is  possessed  by  bilk  or  book  credits,  we 
have  not  found  reason  to  think  that  this  8U|ierior  efficacy 
has  much  share  in  producing  the  rise  of  prices  which  accom- 
panies a  period  of  speculation,  nor  consefpiently  that  any 
restraint  applied  to  this  one  instilment,  can  be  efficacious 
to  the  degree  which  is  often  supposed,  in  moderating  either 
that  rise,  or  the  recoil  which  follows  it.  We  shall  be  still 
less  inclined  to  think  so,  when  we  consider  that  there  is  a 
foorth  form  of  credit  transactions,  by  cheques  on  bankers, 
and  tranfera  in  a  banker's  books,  which  is  exactly  parallel 
ill  every  respect  to  bank  notes,  giWng  equal  facilities  to  au 
extension  of  credit,  and  capable  of  acting  on  ])rices  quite  as 
powertnlly.  In  the  words  of  Mr.  Fullarton,*  *•  there  is  not 
a  single  object  at  present  attained  through  the  agency  of 
Bank  of  England  notes,  which  might  not  be  as  effectually 
accomplished  by  each  individual  keeping  an  account  with 
the  bank,  and  transacting  all  bis  pavmcuts  of  five  pounds 
and  upwarfls  by  cheque."  A  bank,  instead  of  lending  its 
notes  to  a  merchant  or  dealer,  might  open  an  account  with 
him,  and  credit  the  account  with  the  sum  it  had  agreed  to 
advance  :  on  an  understanding  that  he  slioiild  not  draw  out 
that  snra  in  any  other  mode  than  by  drawing  cheques  against 
it  in  favour  of  those  to  whom  he  had  occasion  to  make  piiv- 
ments.  These  cheques  might  possibly  even  pass  i'roni  hand 
to  hand  like  bank  notes ;  more  commonly  however  the  re- 
ceiver wonld  pay  them  into  the  hands  of  his  own  banker, 
and  when  he  wanted  the  money,  would  draw  a  fresh  cheque 
agahist  it:    and  hence  an  objector  may  urge  that  as  the 

*  On  the  SeguJation  of  Cun-encies,  p.  41. 
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original  cheque  would  very  sooii  be  presented  for  paymenr, 
when  it  must  be  i)aid  either  in  notes  or  in  coin,  notes  or  coin 
to  an  i.Mjual  amount  must  be  provided  aa  the  xiltimate  means 
of  liquidation.  It  is  not  so,  however.  The  person  to  wJiom 
the  cheque  is  tranaierred,  may  perhaps  deal  with  the  same 
banker,  and  the  eljeque  may  return  to  the  very  bank  on 
which  it  was  drawn  :  tliis  is  very  often  the  case  in  country 
districts  ;  if  so,  uo  payment  will  be  called  for,  but  a  simple 
transfer  in  the  banker's  books  will  settle  the  transaction. 
If  the  cheque  is  paid  into  a  different  bank,  it  will  not  be 
prcseutod  for  payment,  but  liquidated  by  set-oflf  against 
other  cheques ;  and  in  a  state  of  circumstances  favourable 
to  a  general  extension  of  banking  credits,  a  banker  who  has 
gianted  more  credit,  and  has  therefore  more  cheques  drawn 
on  him,  will  also  have  more  cheques  on  other  bankers  paid 
to  him,  and  will  only  have  to  provide  notes  or  casli  for  the 
payment  of  balances ;  for  which  pm-pose  the  ordinary  re- 
serve of  pnideiit  bankers,  one-third  of  their  liabilities,  will 
abundantly  suffice.  Now,  if  he  had  granted  the  extension 
of  credit  by  means  of  an  issue  of  his  own  notes,  he  must 
equally  have  retahied,  in  coin  or  Bank  of  England  notes, 
the  usual  reserve :  so  that  lie  can,  as  Mr,  FuUai'ton  says, 
give  every  facility  of  credit  hy  what  may  be  termed  a 
cheque  circulation,  which  he  could  give  by  a  note  ciixni- 
lation. 

This  extension  of  credit  by  entries  in  a  banker's  books, 
hue  all  that  superior  efficiency  in  acting  on  prices,  which  we 
ascribed   to  an  extension  by  means  of  bank  notes.     As  a 
bank  n<ite  of  20/.,  paid  to  any  one,  gives  him  20/.  of  pui^ 
chasing-power  based  on  credit,  over  and  above  whatever 
credit  he  had  of  his  own,  so  does  a  cheqiie  paid  to  him  do 
the  same :  for,  although  he  may  make  no  purchase  with  the 
cheque  itself,  he  deposits  it  with  his  banker,  and  can  dra^ 
against  it.     As  this  act  of  drawing  a  cheque  against  another 
which  has  been  exchanged  and  cancelled,  can  be  repeated  a3 
oflen  as  a  purchase  with  a  bank  note,  it  effect^  the  same  i»»- 
crense  of  purchasing  power.    The  original  loan,  or  eredi*» 
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given  by  the  banker  to  his  customer,  is  potetitiully  multi- 
plied as  a  means  of  pnrchase,  in  the  handfi  of  tlio  successive 
persons  to  whom  portions  of  the  cTCtlit  arc  pnid  away,  just 
as  the  purchaeiug  power  uf  a  bank  note  is  multipHel  hy  the 
nninber  of  persons  throogh  whose  hands  it  passes  before  it 
18  returaed  to  the  issuer. 

These  w)nsiderations  abate  very  mncli  from  the  impor- 
tance of  any  effect  -which  can  be  produced  in  allaying  the 
vicissitudes  of  eoraraerce,  by  so  superficial  a  contrivance  as 
the  one  so  much  relied  on  of  late,  the  restriction  of  the  issue 
of  bank  notee  by  an  artificial  rule.  An  examination  of  all 
the  consequences  of  that  rcstrictionj  and  an  estimate  of  the 
reasons  fur  and  against  it,  must  be  deferred  until  we  have 
treated  of  the  foreign  exchanges,  and  the  international 
movements  of  bullion.  At  present  we  are  oTily  concenicd 
with  tiie  general  tlieory  of  prices,  of  wliicli  the  diti'erent  in- 
fluence of  ditferent  kinds  of  credit  is  on  essential  part. 


§  7.     There  has  been  a  great  amount  of  discussion  and 
argument  on  tlie  fpiestion  whether  several  of  these  forms  of 
credit,  and  in  particular  whether  bank  notes,  ought  to  be 
considered  as  money.     The  question  is  so  purely  verbal  as 
to  be  scarcely  worth  raising,  and  one  would   have   some 
difficulty  in  comprehending  why  so  much  importance  is  at- 
tached to  it,  if  there  were  not  some  authorities  who,  still 
adlicriiig  to  the  doctrine  of  the  infancy  of  i?oi-'iety  and  of 
political  economy,  that  the  quantity  of  money,  compared 
vitb  that  of  commodities,  determines  general  prices,  think 
it  important  tu  prove  that  bank  notes  and  no  other  forms 
'^f  credit  are  money,  in  order  to  support  the  inference  that 
^aiik  notes  and  no  other  forms  of  credit  influence  prices.     It 
w  obvious,  however,  that  prices  do  not  dejtend  on  money, 
**Won  purchases.     Money  left  with  a  banker,  and  not  drawn 
*2aiiiet,  or  drawn  against  for  other  purposes  than  buying 
fcniiiicKlities,  has  no  effect  on  prices,  any  more  than  credit 
j  *'>ieli  is  not  used.     Credit  which  is  used  to  purchase  com- 
^'wlities,  affects  prices  in    the   same   manner   aa  vaaive^'. 
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Money  and  credit  are  tlius  exactly  on  a  par,  in  their  effect 
on  ])rices ;  tnu\  wbetlier  we  choose  to  flasa  bank  notes 
with  the  one  or  the  other,  is  in  this  respect  entirely  iininar 
terial. 

Since,  however,  this  question  of  nomenclature  has  l)€en 
raised,  it  seems  desirable  tliat  it  slionld  be  answered.  The 
reason  given  for  considering  bank  notes  as  money,  is,  that 
by  law  and  usage  they  have  the  jiroperty,  in  common  with 
metallic  money,  of  finally  closing  tlie  transactions  in  which 
they  are  employed ;  while  no  other  mode  of  paying  one 
debt  by  transferring  another,  has  that  privilege.  The  first 
remark  which  here  suggeeta  itself,  is,  that  on  this  showing, 
tlie  notes  at  least  of  private  banks  are  not  money ;  for  a 
creditor  cannot  be  forced  to  accept  them  in  payment  of  » 
debt.  Tliey  certainly  close  the  transaction  if  he  does  accept 
them ;  but  so,  on  the  same  supposition,  would  a  bale  of 
cloth,  or  a  pipe  of  wine ;  wliich  are  not  for  that  reason  re- 
garded as  money.  It  seems  to  be  an  essential  part  of  the 
idea  of  money,  that  it  he  legal  tender.  An  inconvertible 
jjaper  which  is  legal  tender  is  universally  admitted  to  be 
money  ;  in  the  French  language  the  \i\irmc  papier-7?iann^ie 
actually  means  inconvertibility,  convertible  notes  being 
merely  hiUets  d  portt'ur.  It  is  only  in  the  case  of  Bank  of 
England  notes  under  the  law  of  couvertibility,  that  any 
difficnlty  arises  ;  tliose  notes  not  being  a  legal  tender  from 
the  Bank  itself,  though  a  legal  tendt-r  from  all  other  persons. 
Bank  of  England  notes  undoubtedly  do  close  transactions, 
eo  far  as  respects  the  buyer.  When  he  has  once  paid  in 
Bank  of  England  notes,  l»c  can  in  no  case  be  required  to  pay 
over  again.  But  I  confess  I  cannot  see  how  tlie  transaction 
can  be  deemed  complete  as  regards  the  seller,  when  he  will 
only  be  found  to  have  received  the  price  of  his  commodity 
provided  the  Bunk  keeps  its  promise  to  pay.  An  instru- 
ment which  would  be  deprived  of  all  value  by  the  insolv- 
ency of  a  corporation,  cannot  be  money  in  any  sense  in 
which  money  is  opposed  to  credit.  It  either  is  not  money, 
or  it  is  money  and  credit  too.     It  may  be  most  suitably 
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described  as  coined  credit.    The  other  tbrms  of  credit  may 
be  distingnisbed  from  it  as  credit  in  ingots. 

§  8.    Some  Kigh  authorities   have  claimed   for  bank 

notes,  as  compared  with  otlier  modes  of  credit,  a  greater 

k  distinction  in  reject  to  inflnenee  on  price  than  we  hare 

B  seen  reason  to  allow;   a  difference,  not  in  degree,  but  in 

Bkind.     Thej  gronnd  this  distinction  on  the  fact,  that  all  bills 

B  and  cbeqnes^  as  well  as  all  book-debt^^  are  from  the  fin^t  in- 

V  tended  to  be,  and  actually  arc  ultimately  liquidated  either 

in  coin  or  in  notes.     The  bank  notes  in  circulation,  jointly 

with  the  <-oin,  are  tlierefore,  aoourdiii^  to  tlicse  authoritiesif 

the  basis  on  which  all  the  other  e3Cpodieuts  of  credit  rest ; 

and  in  proportion  to  tlie  basis  will  be  the  superstructure ; 

insomuch  that  the  quantity-  of  bank  note*  determines  that 

of  all  the  other  forms  of  credit.     If  batik  notes  tuv  multi- 

phed,  tliere  will,  they  eecm  to  tliink,  be  more  bilU,  more 

payments  by  clieque,  and,  I  presume,  more  book  credits; 

and,  by  regulating  and  limiting  the  issue  of  bank  notes,  they 

think  that  all  other  forms  of  credit  are,  by  an  indirect  con- 

fiequence,  brought  under  a  similar  limitation.     I  believe  I 

have  stated  the  opinion  of  these  authorities  correctly,  though 

1  have  nowhere  seen  the  groiinds  of  it  set  forth  with  such 

distinclnesfi  as  to  make  me  feel  quite  certain  that  I  under- 

6tan<l   them.     It  may  bo  true,  that  according  as  there  are 

more  or  fewer  bank  notes,  there  is  also,  in  general  (though 

not  invariably),  more  or  less  of  other  descriptions  of  credit ; 

or  the  same  stiite  of  affairs  which  leads  to  an  increase  of 

credit  in  oue  shape,  leads  to  an  increase  of  it  in  other  shapes. 

But  I  see  no  reason  for  believing  that  the  one  is  the  cause 

of  the  other.     If  indeed  we  begin  by  assuming,  as  I  suspect 

is  tacitly  done,  that  prices  are  regulated  by  coin  and  bank 

notes,  the  proposition  maintained  will  certainly  follow  ;  for, 

kacrording  as  pri<*c8  arc  higher  or  h»wer,  the  same  purchases 

^will  give  rise  to  bills,  cheques,  and  book  credits  of  a  larger 

or  a  smaller  amount.    But  the  premise  in  this  reasoning  is 

lie  very  proposition  to  be  proved.    Setting  t,V\a  «.s&\i\\i\.>ACia 
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aside,  I  know  not  liow  the  conclnsion  can  be  suhBtantiated. 
The  credit  given  to  any  one  by  those  witli  whom  ho  deals, 
does  not  de]>cnd  on  the  (juantity  of  bank  notes  or  coin  in 
circulation  at  the  time,  but  on  tlieir  opinion  of  his  solvency : 
if  any  consideration  of  a  uioi^  general  character  enters  into 
their  traUrulation,  it  is  only  in  a  time  of  pressure  on  the  loan 
mai'ket,  when  they  are  not  certain  of  being  themselves  able 
to  obtain  the  credit  on  which  they  have  been  accustomed  to 
rely  ;  and  even  then,  what  tliey  look  to  is  the  genera!  state 
of  the  loan  market,  and  not  (preconceived  tlieory  ajtart)  the 
amount  of  bank  notes.  So  far,  as  to  the  willingness  to  give 
credit.  And  tlie  willingness  of  a  dealer  to  use  liia  credit, 
depends  on  his  expectations  of  gftin,  that  is,  on  his  opinion 
of  tlie  probable  future  price  of  bis  commodity ;  an  opinion 
grounded  either  on  thu  rise  or  fall  already  going  on,  or  on 
his  prospective  judgment  respecting  the  supply  and  the  rate 
of  consumption.  When  a  dealer  extends  his  purchases  be- 
yond his  immediate  means  of  pajinent,  engaging  to  pay  at 
8  specified  time,  ho  docs  so  in  the  expectation  either  tiiat 
tlie  transaction  will  have  terminated  favourably  before  that 
time  arrives,  or  that  he  shall  then  be  in  pottsesaion  of  suf- 
ficient funds  from  the  proceeds  of  his  other  transactions. 
The  fulfilment  of  these  expectations  depends  upon  prices, 
but  not  specially  upon  the  amount  of  bank  ni-tes.  lie  may, 
doubtless,  also  ask  himself,  in  case  he  shonld  be  disappointed 
in  these  expectations,  to  what  quarter  he  can  look  for  a  tem- 
porary advance,  to  enable  him,  at  the  worst,  to  keep  his  en- 
gagements. Cut  in  the  tirst  place,  this  jjrospective  reflection 
on  the  gomewliat  mure  or  less  of  difficulty  which  he  may 
have  in  tiding  over  his  embarraestnents,  seems  too  slender 
an  inducement  to  be  much  of  a  restraint  in  a  period  sup-- 
posed  to  be  one  of  rash  adventure,  and  upon  persons  so  con- 
fident of  success  as  to  involve  themselves  beyond  tlieir  cer- 
tain means  of  extrication.  And  further,  I  apprehend  that 
their  confidenue  of  being  helped  out  in  the  evetit  of  ill-for- 
tune, will  mainly  depend  on  their  opinion  of  their  own  indi- 
rjdual  credit,  with,  perhaps,  some  consideration,  not  of  the 
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quantity  of  the  currency,  but  of  the  general  state  of  the  loan 
market.  They  are  aware  that,  in  case  of  a  commercial  crisis, 
they  shall  have  difficulty  in  obtaining  advances.  But  if  they 
thought  it  likely  that  a  commercial  crisis  would  occur  be- 
fore they  had  realized,  they  would  not  speculate.  If  no 
great  contraction  of  general  credit  occurs,  they  will  feel  no 
doubt  of  obtaining  any  advances  which  they  absohitely  re- 
quire, provided  the  state  of  their  own  affairs  at  the  time 
affords  in  the  estimation  of  lenders  a  sufficient  prospect  that 
those  advances  will  be  repaid. 


§  1.  After  experience  had  shown  that  pieces  of  paper,  of 
no  intrinsic  vahie,  by  merely  bearing  upon  them  the  wntten 
profession  of  being  equivalent  to  a  certam  number  of  franes, 
doUarB,  or  pounds,  could  be  made  to  circulate  as  such,  and 
to  ]>rodnce  all  the  benefit  to  the  issuers  which  could  have 
been  produced  by  the  coins  which  they  purported  to  vcpre- 
BCiit ;  governments  began  to  think  that  it  would  be  a  happy 
device  if  they  could  appropriate  to  themselves  this  benefit, 
free  from  the  condition  to  which  individuals  issuing  such 
])aper  enbstitntee  for  money  were  subject,  of  giving,  when 
required,  for  tlie  sign,  the  tbiiig  signified.  They  determined 
to  try  whether  they  could  not  emancipate  themselves  from 
tluH  unpleasant  obligation,  and  make  a  piece  of  paper  issued 
liy  them  pass  for  a  pound,  by  merely  calling  it  a  pound,  and 
consenting  to  receive  it  in  payment  of  the  taxes.  And  such 
is  the  influence  of  almost  all  established  governments,  that 
they  have  generally  succeeded  in  attaining  this  object;  I 
l)clieve  I  might  say  they  have  always  succeeded  for  a  time, 
and  the  power  has  only  been  lost  to  them  after  they  had 
compromised  it  by  the  most  flagrant  abuse. 

In  the  case  supposed,  the  fuTictions  of  money  are  per- 
formed by  a  tiling  which  derives  its  power  of  performing 
them  solely  from  convention  ;  but  convention  is  quite  suffi- 
cient to  confer  the  power  ;  since  notliiug  more  is  needful  to 
make  a  person  accept  anything  as  money,  and  even  at  any 
arhhr&ry  value,  than  the  persuasion  that  it  will  be  taken 


.SCOSVERTIBLE  PAPER  CritKEXCV. 


89 


I 
I 


I 

I 


from  Iiim  on  tlie  eaine  tenns  by  others.  The  only  question  ia, 
what  determines  the  vahie  of  such  a  currency  ;  since  it  can- 
not be,  as  in  the  case  of  gold  and  silver  (or  paper  exchange- 
able for  them  at  pleasure),  tiie  cost  of  production. 

We  have  seen,  however,  that  even  in  tlie  ease  of  metftl- 
lic  currency,  the  immediate  agency  in  determining  its  value 
is  its  quantity.  If  the  quantity,  instead  of  depending  on 
the  ordinary  mercantile  motives  of  profit  and  loss,  conld  be 
arbitrarily  fixed  by  authority,  the  value  would  dejtend  on 
the  tiat  of  that  autlujritj^  not  on  cost  of  production.  The 
quantity  of  a  paper  currency  not  convei-tible  nito  the  metals 
at  the  option  of  the  holder,  can  be  arbitrarily  fixed  ;  espe- 
cially if  the  issuer  is  tlie  sovereign  power  of  the  state.  The 
value,  therefore,  of  eucli  a  euirency,  is  entirely  arbitrary. 

Suppose  that,  in  a  country  of  whi('h  the  currency  is 
wholly  metallic,  a  paper  currency  is  suddenly  issued,  to  tlie 
amount  of  half  the  metallic  cireulalion :  not  by  a  banking 
establishment,  or  in  the  form  of  Joany,  but  by  the  govern- 
ment, in  payment  of  salaries  and  purchase  of  commodities, 
Thecnn*ency  being  suddenly  increased  by  one-half,  all  prices 
will  rise,  and  among  the  rei^t,  the  prices  of  all  tlihigs  made 
of  gold  and  silver.  An  ounce  of  manufactured  gold  will  be- 
come more  valuable  than  an  ounce  of  gold  coin,  by  more 
than  that  customary  difference  which  compensates  for  the 
value  of  the  workmauBhip  ;  and  it  will  be  profitable  to  melt 
the  coin  for  the  purjiose  of  being  manufactm-ed,  imtil  as 
much  iias  been  taken  from  the  currency  by  the  subtraction 
of  gold,  as  had  been  added  to  it  by  the  issue  of  paper.  Then 
prices  will  relapse  to  what  they  were  at  first,  and  there  will 
be  nothing  changed  except  that  a  pa])er  currency  has  been 
substituted  for  half  of  the  metallic  currency  which  existed 
before.  Suppose,  now,  a  second* emission  of  paper;  the 
same  series  of  effects  will  be  renewed  ;  and  so  on,  until  the 
whole  of  tlie  metallic  money  has  disappeared :  that  is,  if 
paper  be  issued  of  ae  low  a  denomination  as  the  lowest  coin  ; 
if  not,  as  much  will  remain,  as  convenience  requires  for  the 
Bmaller  payments.    The  addition  made  to  tlie  c^aalKt^  cA 
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gold  aud  silver  diepogable  for  ornamental  pnrposes,  will 
Bomewhat  reduce,  for  a  time,  the  value  ol*  the  article ;  aud 
a£  long  as  this  is  the  case,  even  tliongh  ^japer  lias  been 
issued  to  the  onginal  amount  of  the  nietatlic  circulation,  ns 
much  coin  will  remain  in  circulation  along  with  it,  as  will 
keep  the  value  of  the  currency  down  to  the  reduced  value 
of  the  metallic  material ;  hut  the  value  having  fallen  below 
the  cost  of  production,  a  stoppage  or  diminution  of  the  sup- 
ply from  the  mines  will  enal)le  the  surplus  to  be  carried  off 
by  the  ordinary  agents  of  destruction,  after  which,  the 
xnetab  aud  the  currency  will  recover  their  natural  value. 
We  are  here  supposing,  as  we  have  supposed  throughout, 
that  the  country  lias  mines  of  its  own,  and  no  commercial 
intercoui'se  with  other  countries  :  for,  in  a  country  having 
foreign  trade,  the  coin  which  is  rendered  superfluous  by  an 
issue  of  paper  is  carried  off  by  a  much  i)rompter  method. 

Up  to  this  point,  the  effects  of  a  paper  currency  are  sub- 
Btantially  the  same,  whether  it  is  convertible  into  specie  or 
not.  It  is  when  the  metals  have  been  completely  8Uj>er- 
eeded  and  di-iven  trom  circulation^  that  the  diflfereuce  be- 
tween convertible  and  inconvertible  paper  begins  to  be 
operative.  "When  the  gold  or  silver  has  all  gone  Irora  (cir- 
culation, aud  an  equal  quantity  of  paper  has  taken  its  place, 
suppose  that  a  still  further  issue  is  superadded.  TIio  same 
series  of  phenomena  recommences :  ]>rices  rise,  among  the 
rest  the  ]>  rices  of  gold  and  silver  ai'ticles,  and  it  becomes  an 
ol>ject  as  before  to  ])rocure  coin  in  order  to  convert  it  into 
bullion.  There  is  no  longer  any  coin  in  circulation  ;  but  if 
the  paper  cuireiicy  is  convertible,  coin  may  still  be  obtained 
from  the  issuers,  in  exchange  for  notes.  All  additional  notes, 
therefore,  which  are  attempted  to  be  forced  into  circulation 
after  tlie  metals  have  been  completely  superseded,  will  re- 
turn upon  the  issuers  in  exchange  for  coui ;  and  they  will 
not  be  able  to  maintain  in  circulation  such  a  quantity  of 
convertible  paper,  as  to  sink  its  value  below  the  metal  wliich 
it  represents.  It  is  not  so,  however,  with  an  inconvettible 
earrency.     To  the  increase  of  that  (if  permitted  by  law) 
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there  is  no  check.  Hie  issuers  may  add  to  it  indelinitel.v, 
lowering  its  value  nnd  raising  priees  ui  proi>ortion ;  they 
may,  in  other  word*,  depreciate  tlie  curi*ency  without  limit, 
ifnch  a  power,  in  whomsoever  vested,  is  an  intolerable 
evil.  All  variations  iu  the  value  of  the  circulating  medium 
are  mischievous  :  they  disturb  existing  tontracts  and  expec- 
tationj*,  and  the  liability  to  eucli  changes  rtuderrf  every 
pecuniary  engagement  of  long  date  entirely  precarious. 
Tlie  jterson  who  buys  for  himself,  or  gives  to  another,  an 
annuity  of  10l>/.,  does  not  know  whether  it  will  be  equiva- 
lent to  200?.  or  to  50/.  a  few  years  hence.  Great  as  this 
evil  would  be  if  it  de]>ended  only  ou  accident,  it  is  still 
greater  ^rhen  placed  at  the  arbitrary'  disposal  of  an  individ- 
ual or  a  body  of  individtials  ;  who  may  have  any  kind  or 
degree  of  interest  to  be  served  by  an  artificial  fluctuation  in 
fortunes :  aiul  who  have  &t  any  rate  a  strong  interest  in 
issuing  as  much  as  possible,  each  issue  being  in  itself  a 
source  of  jirofit.  Not  to  add,  that  the  ifisuei-a  may  have, 
and  in  the  case  of  a  government  paper,  alwavs  have,  a 
direct  interest  in  lowering  the  value  Ltf  the  currency,  because 
it  is  the  medimn  in  wluch  their  own  debts  are  computed. 

§  2.  In  order  that  the  value  of  the  currency  may  be 
secure  from  being  altered  by  design,  and  may  be  as  little  as 
possible  liable  to  fluctuation  from  accident,  the  articles  least 
liable  of  all  iknoAvn  commodities  to  vary  in  their  value,  the 
precious  metale,  have  been  made  in  all  civilized  countries 
the  standard  of  value  for  the  circulating  medium ;  and  no 
paper  currency  ougi»t  to  exist  of  whit-h  the  value  cannot  be 
made  to  conform  to  theirs.  Nor  has  tliis  fundamental 
maxim  ever  been  entirely  lost  sight  of,  even  by  the  govem- 
inente  which  have  most  abused  the  ]>o\vcr  of  creating  iueou- 
rertible  j»aper.  If  they  have  not  (as  they  generally  have) 
professed  an  intention  of  paying  in  specie  nt  some  indefinite 
ftUure  time,  they  have  at  least,  by  giving  to  their  paper 
le^uee  the  names  of  their  coins,  made  a  virtual,  though  gen- 
erally a  false,  profess;r>ii  of  intending  to  Vee^  ^^^em  %.\.  «» 


value  corresponding  to  th&t  of  the  coins.  This  is  not  ini-l 
practicable,  even  with  an  inconvertible  paper.  Tliere  is  not 
indeed  the  sell'-aeting  check  which  convertibility  brint*s 
with  it.  But  tliere  is  a  clear  and  unequivocal  indication  by 
whicli  to  judge  whether  the  currency  is  depreciated,  and  to 
what  extent.  Tliat  indication  h,  the  price  of  the  precious 
metals.  When  holders  of  paper  cannot  demand  coin  to  bo 
converted  into  bullion,  and  when  there  is  none  left  in  circu-^ 
lation,  bullion  rises  an<l  fulls  in  jiricc  like  otlier  things  :  and 
if  it  is  above  tlio  mint  price,  if  an  ounce  of  gold,  wliich 
would  be  coined  into  the  equivalent  of  3/.  17«.  lOid.,  is  sold 
for  41.  or  61.  in  paper,  the  value  of  the  currency  lias  sunk 
just  that  much  below  what  tlie  vahie  of  a  metallic  currency 
would  be.  If,  therefore,  the  issue  of  inconvertible  paper 
were  subjected  to  strict  rulef*,  one  rule  being  that  whenever 
bullion  rose  above  the  mint  price,  tlie  issues  should  be  con- 
tracted until  the  market  price  of  bullion  and  the  mint  price 
were  again  in  accoixlance,  such  a  currency  would  not  be 
subject  to  any  of  the  evils  usually  deemed  inherent  in  an 
inconvertible  paper. 

But  also  such  a  system  of  currency  would  have  no  ad- 
vantages sufficient  to  recommend  it  to  adoption.  An  incon- 
vertible currency,  regulated  by  the  \n\v-o  of  bullion,  would 
conform  exactly,  in  all  its  variations,  to  a  convertible  one ; 
and  tlie  only  advantage  gained,  would  be  that  of  exemption 
from  the  necessity  of  keeping  any  reserve  of  the  precious 
metals;  which  is  not  a  veiy  important  consideration,  espe- 
cially as  a  government,  so  long  as  its  good  iaith  is  not  sus- 
pected, needs  not  keep  so  large  a  reserve  as  jirivnte  issuers, 
being  not  so  liable  to  great  and  sudden  demands,  since  there 
never  can  be  any  real  doubt  of  its  solvency.  Against  this 
small  advantage  is  to  be  set,  in  the  first  place,  the  possibility 
of  fraudulent  tampering  with  the  price  of  liullion  for  the  sake 
of  acring  on  the  currency ;  in  the  unumer  of  the  fiftitions 
sales  of  corn,  to  influence  the  averages, so  much  and  so  justly 
complained  of  while  the  com  laws  were  in  force.  But  a 
stili  stronger  cons/deration  is  the  importance  of  adhering  to 
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A  Simple  princi]>le,  intelligible  to  the  inoet  untaught  eapat'ity. 
Everybody  can  undeifitJUKl  convertibility ;  every  one  sees 
that  what  can  be  at  any  moment  exchanged  for  five  pounds, 
is  worth  five  pounds.  Uo!j;ulati<iu  by  the  i)ricc  of  bullion  h 
&  more  complex  idea,  and  docs  not  recommend  itself  through 
the  same  familiar  asanciutiouB.  Tliere  would  be  nothing  like 
the  same  confidence,  by  the  public  generally,  in  nn  incon- 
vertible currency  bo  regulated,  aa  in  a  convertible  one :  and. 
the  moat  instructed  person  might  reasonably  doubt  whether 
such  a  rule  would  be  aa  likely  to  be  inllexibly  adhered  to. 
The  grounds  of  the  rule  not  being  so  well  understood  by  the 
public,  opinion  would  probably  not  enforce  it  with  as  much 
riffidity,  aud,  in  any  circumstances  of  difficulty,  would  be 
likely  to  turn  against  it ;  while  to  the  government  itself  a 
ftuspension  of  convertibility  would  ai>pear  a  much  stronger 
and  more  extreme  measure,  than  a  relaxation  of  what  might 
possibly  be  cousidered  a  somewhat  artificial  rule.  There  is 
therefore  a  great  preponderance  of  reasons  in  favour  of  a 
eonvertible,  in  prefereuce  to  even  the  best  regidated  incon- 
vertible cuiTency.  The  temptation  to  over-issue,  in  certain 
financial  emergencies,  is  so  strong,  that  nothing  is  admissible 
which  can  tend,  in  however  slight  a  degree,  to  weaken  tlie 
barriers  that  restrain  it. 


§  3.     Although  no  doctrine  in  political  economy  rests  on 

more  obvious  grounds  tlian  the  mischief  of  a  pajver  currency 

not  maintained  at  the  same  value  with  a  metaJlie,  either  by 

convertibility,  or  by  some  ]>rinci])lc  of  limitation  equivalofit 

to  it ;   and  although,  accordingly,  this  doctrine  has,  though 

not  till  alter  the  disf-ussions  of  naany  years,  been  tolerably 

efTciJ-tually  drummed  into  the  public  mind  ;  yet  dissentients 

are  still  numerous,  and  projectors  every  now  and  then  start 

up,  with  plans  for  curing  all  the  economical  evils  of  society 

by  means   of   an   unlimited   issue  of  inconvertilde  pa]>er. 

There  is,  in  tnith,  a  great  charm  in  the  idea.    To  be  able  to 

pay  off  the  national  debt,  defray  the  expenses  of  government 

without  taxation,  and  in  fine,  to  make  the  fortwuca  o^  V\\ft 
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whole  community,  is  a  brilliant  prospect,  when  once  a  man 
ifl  capable  ol*  believing  that  printing  a  few  characters  ou  bits 
of  paper  will  do  it.  The  phUoeopher^s  stone  could  not  be 
^spected  to  do  more. 

As  thc«e  projects,  however  often  slain,  always  resnsci- 
tate,  it  is  not  8ii[>LTfluons  to  examine  one  or  two  of  the  fal- 
lacies by  which  tJiC  fitliumers  impose  upon  themselves.  One 
of  the  commonest  is,  that  a  ])aper  currency  cannot  be  issued 
in  excess  so  long  as  every  note  issued  represtnta  proj^erty, 
or  has  a  Jvundaiion  of  actual  proi>c*rty  to  rest  itw.  These 
phrases,  of  representing  and  resting,  seldom  convey  any  dis- 
tinct or  well-defined  idea :  when  they  do»  their  meaning  is 
no  more  than  this — that  the  issuers  of  the  j^aper  must  h^ve 
property,  either  of  their  own,  or  entrusted  to  them,  to  the 
value  of  all  the  notes  they  issue ;  though  for  what  purpose 
does  not  very  clearly  appear ;  for  if  the  property  eannot  be 
claimed  in  exchange  for  the  notes,  it  is  difficult  to  divine  in 
what  manner  its  mure  existence  can  serve  to  uphold  their 
value.  I  presume,  however,  it  is  intended  as  a  guarautec 
that  the  holders  would  be  finally  reimhm'setl,  hi  ease  any 
untoward  event  should  cause  the  whole  concern  to  be  wound 
up.  On  this  theory  there  have  been  many  sclienies  for 
'•  coining  the  wliole  land  of  the  country  into  money  "  and 
tlie  like. 

In  so  far  as  this  notion  has  any  connexion  at  all  with 
reason,  it  seems  to  originate  in  confounding  two  entirely  dis- 
tinct evils,  to  which  a  paper  currency  is  liable.  One  is,  the 
insolvency  of  the  issuers ;  which,  if  the  paper  is  grounded 
on  their  credit — if  it  makers  any  promise  of  payment  in  cash, 
eitlier  on  demand  or  at  any  future  time — of  course  deprives 
the  pai)er  of  any  value  which  it  denves  from  the  promise- 
To  this  evil  paper  credit  Ih  equally  liable,  however  mode- 
rately used  i  and  against  it,  a  proviso  that  all  issues  should 
be  *'  founded  on  property,"  as  for  instance  that  notes  should 
only  be  issued  on  the  seeiu'ity  of  some  valuable  thing  ex- 
pressly pledged  for  their  redemption,  would  really  be  eftica- 
c/t?u3  as  » precaution.     But  the  theory  takes  no  account  of 
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another  evil,  wblch  is  incident  to  tho  notes  of  tlie  most 
solvent  firm,  company,  or  government :  that  of  being  depre- 
ciated in  valuu  I'rom  being  itsued  in  ext'uiitiive  fj^uantity. 
The  aesignats,  during  the  French  Ilevolution,  were  an 
example  of  a  currency  grounded  on  these  priiici]»les.  The 
afisiguatfi  *'  represented "  an  immense  amount  of  highly 
viiluuble  property,  namely  the  lands  of  the  crown,  the 
church,  the  monasteries,  and  the  emigrants ;  amounting 
possibly  to  half  the  territory  of  France.  They  were,  in 
fact,  orders  or  assignments  on  this  mass  of  land.  The  revo- 
lutionary government  bad  the  idea  of  "  coining  '  these  lands 
into  money  ;  bnt,  to  do  them  justice,  they  did  not  originally 
contemplate  the  immense  multiplication  of  issues  to  which 
they  were  eventually  driven  by  the  failure  of  all  other  finnn- 
cial  rcsouroes.  Tlicy  imagined  that  the  assiguata  would  eome 
rapidly  back  to  the  issuers  in  exchango  for  land,  and  that 
they  should  be  able  to  reissue  theiu  continually  wntil!  the 
lands  were  all  disposed  of,  without  having  at  any  time  more 
than  a  very  moderate  ijuantity  in  circulation.  Their  hope 
was  fruritratcd  :  tlie  land  did  not  sell  so  quickly  as  they  ex- 
pected ;  buyers  were  not  inclined  to  invest  their  money  in 
possessions  which  were  likely  to  be  resumed  without  com- 
pensation if  the  Revolution  succumbed :  the  bits  of  ]mi>er 
which  represented  land,  becoming  prodigiously  multiplied, 
could  no  more  keep  up  their  value  tlian  the  land  itself 
would  have  done  if  it  had  all  been  brought  to  market  at 
once  :  and  the  result  was  thut  it  at  last  required  an  assignat 
of  five  hundred  fra'ncs  to  pay  for  a  cup  of  coffee. 

The  example  of  tho  assignats  has  been  smd  not  to  be 
usive,  because  an  assignat  only  represented  land  iu 

leral,  but  not  a  definite  quantity  of  land.  To  have  pre- 
vented their  depreciation,  tho  proper  course,  it  is  aflinned, 
wiiiild  have  been  to  have  made  a  valuation  of  all  the  confis- 
cated property  at  its  metallic  value,  and  to  have  issued  as- 
siguata U]>  to,  but  not  beyond,  that  limit ;  giving  to  tho 
holders  a  rijrht  to  demand  any  piece  of  land,  at  its  regis- 
tered  valuation,  iu   exchange  for  assiguata  to  X\ii^  %^^x^(^ 
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ainoont.    There  can  be  no  question  about  the  Btiperiority  of 
thU  plan  over  the  one  atttually  adopted.     Had  tbid  coursca 
been  followed,  the  a^signats  conld  never  have  been  depreei  — 
ated  to  the  inordinate  degree  they  were ;  for — as  they  wonlcr 
have  retained  all  their  purchasing  power  in  relation  to  lanJ. 
however  iniirh  they  might  havu  fallen  in  respect  to  otlie 
things— before  they  had  lost  very  much  of  their  mark(*-t 
value,  tJiey  would  probably  have  been  brought  in  to  be  ex- 
changed for  land.     It  must  be  remembered,  however,  that 
their  not  being  depreciated  wonld  presuppose  that  no  greater 
number  of  them  continued  in  circulation  than  would  hare 
circulated  if  tliey  had  been  convertible  into  cash.     However 
convenient,  therefore,  in  a  time  of  revolution,  this  currency 
convertilde  into  land  on  demand  might  have  been,  as  a  con- 
trivance for  selling  rapidly  a  great  quantity  of  land  ^vith  the 
least  possible  sacrifice ;  it  is  difficult  to  see  wliat  advantage 
it  wonld  have,  as  the  permanent  system  of  a  country,  over 
a  currency  convertible  into  coin  :  while  it  is  not  at  all  diffi- 
cult to  see  what  would  be  its  disadvantages ;  since  land  is  far 
more  variable  in  value  than  gold  and  silver;  and  besides, 
land,  to  most  persons,  being  ratlier  an  incumbrance  than  a 
desirable  powicssiou,  except  to  be  converted  into  money, 
people  wonld  submit  to  a  much  greater  depreciation  before 
demanding  land,  than  they  will  before  demanding  gold  or 
Bil  ver.* 

^  4.     Another  of  the  fallacies  from  which  the  advocates 
of  an  iuconvertible  currency  derive  support,  is  the  notion 

•  Ainon^  the  Sfhemes  of  cuitcdcj"  to  which,  strange  to  say.  intelligent 
write™  have  hccn  found  to  give  their  sanctioa,  one  is  as  follows:  tliat  the  state 
•hould  receivo  iu  [ileilgf  or  niorignge,  iiiiy  kind  or  amount  of  iiropi*rty.  such  a? 
Uud,  stock,  &e.^  iuhI  sliould  advnni-e  to  the  owners  inconvertible  paper  money 
to  Iho  estimnted  v&liio.  Siicti  n  currenry  would  not  even  have  tlic  recommenda- 
tions of  the  iniaginai-)- iis^ignats  t^upjiosei)  in  the  text;  «nce  those  into  whose 
hands  the  niitta  were  piiid  hy  the  poisons  who  rctPiTcd  them,  coold  not  returti 
them  to  the  (joremnicnt,  and  demand  in  exchange  land  or  stock  which  was  only 
pledged,  not  alienated.  There  wotiKl  be  no  reQux  of  such  assignats  ai  theac, 
and  their  deprttiation  would  be  indefinite. 
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that  an  increase  of  the  currency  qniokeuB  industry.  Thie 
idea  was  set  afloat  by  Hume,  in  hia  Essay  on  Money,  and 
haa  had  many  devoted  adherents  since ;  witness  the  Bir- 
rninghazn  currency  school,  of  whom  Mi*.  Attwood  was  at 
one  time  the  most  conspicnons  representative.  Mr.  Att- 
wood  maintained  tliat  a  rise  of  prices  produced  by  an  in- 
crease of  paper  currency,  stimulates  every  producer  to  his 
utmost  exertions,  and  briii^  all  the  capital  and  labour  of 
the  country  into  complete  employment ;  and  tliat  this  has 
invariably  happened  in  all  periods  of  rising  pnces,  when 
the  rise  was  on  a  sufficiently  great  scale.  I  presume,  how- 
ever, that  the  inducement  which,  according  to  Mr.  Attwood, 
excited  this  unusual  ardour  in  all  pei-sons  engaged  in  pro- 
duction, must  liave  been  the  expectation  of  getting  more  of 
commodities  generally,  more  real  wealth,  in  exchange  for 
the  produce  of  their  labour,  and  not  merely  more  jjieees  of 
piiper.  Tliis  expectation,  Iiowcvlt,  must  have  been,  by  the 
very  terms  of  the  supposition,  disappointed,  since,  all  prices 
heing  supposed  to  rise  equally,  no  one  was  really  better 
paid  for  his  goods  than  before.  Those  who  agree  with  Mr. 
Attwood  could  only  succeed  in  winning  people  on  to  these 
unwonted  exertions,  by  a  prolongation  of  what  would  in 
fact  be  a  delusion  ;  contriving  matters  so,  that  by  a  progres- 
sive rise  of  money  prices,  every  producer  shall  always  seem 
to  be  ill  the  very  act  of  obtaining  an  increased  remuneration 
which  he  never,  in  reality,  does  obtain.  It  is  unnecessary 
to  advert  to  any  other  of  the  objections  to  this  plan,  than 
that  of  its  total  impracticability.  It  calculates  on  finding 
the  whole  world  pei*sistiug  for  ever  in  the  belief  that  more 
pieces  of  paper  are  more  riches,  and  never  discovering  that, 
with  all  theii*  2>aper,  they  cannot  buy  more  of  any  thing  than 
they  coiild  before.  No  such  mistake  was  made  dui-ing  any 
of  the  periods  of  high  prices,  on  tlm  experience  of  which  this 
school  lays  so  nmch  stress.  At  the  periods  which  Mr.  Alt- 
wood  mistook  for  times  of  prosperity,  and  which  were  sim- 
ply (as  all  periods  of  high  prices,  under  a  convertible  cur- 
fency,  must  be)  times  of  speculation,  the  apecviatoT?,  iWii-^cX. 
3] 
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tlimk  they  were  growing  rich  becanee  the  high  prices 
would  last,  but  because  they  would  not  last,  aud  because 
wlioever  contrived  to  realize  while  they  did  last,  wotdd  find 
himself,  after  the  recoil,  in  ]>osscs9ion  of  a  greater  number 
of  i>ounds  sterling,  without  their  having  become  of  less 
value.  If,  at  the  close  of  the  speculation,  an  issue  of  paper 
had  been  made^  suHicient  to  keep  prices  up  to  the  point 
which  they  attained  when  at  the  highest,  no  one  would  have 
been  more  disappointed  than  the  speculators ;  since  the  gain 
which  they  thought  to  Lave  reaped  by  realizing  in  time  (at 
the  expense  of  their  competitors,  who  bought  when  they 
sold,  and  had  to  sell  after  the  revulsion)  would  have  faded 
away  in  their  hands,  and  instead  of  it  they  would  have  got 
nothing  except  a  few  more  paper  tickets  to  count  by. 

Tlnine's  version  of  the  doctrine  differed  iu  a  slight  de- 
gi-ee  from  Mr.  Attwood's.  He  thought  that  all  commodities 
would  not  rise  in  price  Bimultaneously,  and  that  some  per- 
sons therefore  would  obtain  a  real  gain,  by  getting  more 
money  for  what  they  had  to  sell,  while  the  things  which 
they  wished  to  buy  might  not  yet  have  risen.  And  those 
who  would  reap  this  gain  would  always  be  (he  seems  to 
thiuk)  the  first  comers.  It  seems  obvious,  however,  that 
for  every  person  who  thus  gains  more  than  usual,  there  is 
necessarily  some  other  person  who  gains  less.  The  loser,  if 
things  took  place  as  Hume  supposes,  would  be  the  seller  of 
the  commodities  which  are  slowest  to  rise;  who,  by  the  sup- 
position, parts  with  his  gciods  at  the  old  prices,  to  purehasers 
who  have  already  benefited  by  the  new.  This  seller  has 
obtained  for  his  commodity  only  the  aconstomed  quantity 
of  money,  while  there  are  already  some  things  of  which 
that  money  will  no  longer  purchase  as  much  as  before.  If, 
therefore,  he  knows  what  is  going  on,  he  will  raise  his  price, 
and  then  the  buyer  will  not  have  the  gain,  which  is  sup- 
posed to  stimulate  his  industiy.  But  if,  on  the  contrary, 
the  Beller  does  not  know  the  state  of  the  case,  aud  only  dis- 
covers it  when  he  finds,  in  laying  his  money  out,  that  it 
drjes  not  £ro  BO  far^  he  then  obtains  less  tlmn  the  ordinary 
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remiineratiou  for  his  labour  aud  capital ;  and  il*  tlic  ullier 
dealer's  indimtry  is  encouraged,  it  nhoiild  seem  that  hia 
inufit,  from  the  opposite  cause,  be  impaired. 

§  5.  There  is  no  way  in  wliich  a  general  and  penna- 
nent  rise  of  priifcs,  or  iu  other  word;*,  depreciation  of  money, 
can  benefit  anybody,  except  at  tlic  expense  of  somubody 
else.  The  substitution  of  paper  for  metallic  currency  is  a 
national  gain  :  any  farther  increase  of  paper  beyond  this  is 
but  a  form  of  robbery. 

An  issue  of  notes  is  a  manifest  gain  to  the  issuers,  who, 
until  the  notes  are  returned  for  payment,  obtain  the  use  of 
them  as  if  they  were  a  veal  capital :  and  so  long  as  the  notes 
are  no  ])erinHnent  addition  to  the  currency,  but  nuTely  su- 
persede gold  or  silver  to  the  same  amount,  the  gain  of  the 
issuer  is  a  loss  to  no  one;  it  is  obtained  by  saving  to  the 
community  the  expense  of  the  more  costly  material.  But 
if  there  is  no  gold  or  silver  to  be  superseded — if  the  notes 
are  added  to  the  currency,  instead  of  being  substituted  for 
the  metallic  part  of  it — all  holders  uf  currency  lose,  by  the 
depreciation  of  its  value,  tlie  exact  equivalent  of  what  the 
issuer  gains.  A  tax  is  virtually  levied  on  them  for  his  ben- 
efit. It  will  be  olijected  by  some,  tbat  gains  are  also  made 
by  the  producers  aud  dealers  who,  by  means  of  the  in- 
creased issue,  are  acconimailated  with  loans.  Tlieira,  littw- 
ever,  is  not  an  additional  gain,  but  a  portiuu  of  tlnit  wliich 
is  reaped  by  the  issuer  at  the  expense  of  all  possessors  of 
money.  The  profits  arising  from  the  fontrtlmtion  leviet! 
upon  the  public,  ho  does  not  keep  to  himself,  but  divides 
with  his  cnstomcrs. 

But  besides  the  benefit  reaped  by  the  issuers,  or  by 
others  tlirough  them,  at  tbe  expense  of  tlie  public  generally, 
there  is  another  mijust  gain  obtained  by  a  larger  class, 
namely  by  those  who  are  under  fixed  pt'cnniary  obligations. 
All  such  persons  are  freed,  by  a  tieprcciatiou  of  the  curren- 
cy, from  a  portion  of  the  burthen  of  their  debts  or  other  en- 
gagements :  in  otljer  wordsj  part  of  the  property  o?  \)ii*ivt 
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creditors  is  gratuitously  tranaferrtid  to  tliein.  On  a  super- 
ficial view  it  may  be  imagined  that  tliis  is  an  adviiiitage  to 
iudustry  ;  since  tbe  produtftive  classes  are  great  borrowers, 
and  generally  owe  larger  debts  to  the  unproductive  (if  we 
include  among  the  latter  all  ]>er8ons  not  actually  in  busi- 
neBB)  than  the  improductiMc  classes  owe  to  tlieui ;  especially 
if  the  national  debt  be  fuehulcd.  It  is  only  thus  that  a  gen- 
eral rise  of  prices  can  be  a  source  of  benefit  to  producers 
and  dealers  ;  by  diminishing  the  pressure  of  their  fixed  bur- 
thens. And  this  might  be  accounted  an  advantage,  if  in- 
tegrity and  gond  faith  were  of  no  importance  to  the  world, 
and  to  industry  and  commerce  in  particular.  Not  many, 
however,  have  been  fotmtl  to  say  that  the  currency  ought  to 
be  depreciated  ou  the  simple  grrpund  of  ita  being  desirable 
to  rob  the  national  creditor  and  private  creditors  of  a  part 
of  what  is  in  their  bond.  T!ie  ecliemes  which  have  tended 
that  way  have  almost  always  liad  some  appearance  of  B}ie- 
cial  and  circumstantial  justification,  such  as  the  necessity  of 
compensating  for  a  prior  injustice  committed  in  the  contrary 
direction. 


§  6.  Tlius  in  England,  for  many  years  subsequent  to 
1819,  it  was  pertinacioii&ly  contentled,  that  a  large  portion 
of  the  national  debt,  and  a  multitude  of  private  debts  still 
in  existence,  were  contracted  between  17(t7  and  1819,  when 
tlic  Bant  of  Englaiid  was  exempted  from  giving  cash  for 
its  notes  ;  and  that  it  is  grossly  mijust  to  borrowers  (that  is, 
in  the  ease  of  the  national  debt,  to  all  tax-payers)  that  they 
should  be  paying  interest  on  the  same  nominal  sums  in  a 
currency  of  fidl  value,  which  were  borrowed  in  a  depreciated 
one.  The  depreciation,  according  to  the  views  and  objects 
of  the  ]>articular  writer,  was  represented  to  have  averaged 
thirty,  fifty,  or  even  more  than  fifty  per  cent ;  and  the  con- 
chusion  was,  that  either  we  ought  to  return  to  this  depreci- 
ated currency,  or  to  strike  off  from  the  national  debt,  and 
from  mortgages  or  other  private  debts  of  old  standing,  a 

percentage  corresponding  to  the  estimated  amount  of  the 

depreciation. 
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To  tUlfl  doctrine,  the  following  was  tlie  answer  uBually 
made.  Granting  that,  by  retnrnin<c  to  cash  payments  with- 
out lowering  tl»e  standard,  an  injustice  was  done  to  debtore, 
in  holding  tlieni  lial>le  tor  the  i>iinie  amount  of  a  currency 
enhanced  in  value,  which  they  had  borrowed  while  it  was 
de])reciated ;  it  is  now  tou  late  to  make  reparation  for  this 
injury.  Tlie  debtors  and  creditors  of  tonlay  are  not  the 
debtors  and  ei-editors  of  1819  :  the  lapse  of  years  has  entire- 
ly altered  the  pecuniary  relutions  of  the  community  ;  and  it 
being  impossible  now  to  ascertain  the  particular  persons 
who  were  either  benefited  or  injured,  to  attempt  to  retrace 
our  steps  would  be  not  rodrc^fiiug  a  wrong,  but  superadding 
a  second  act  of  wide-spread  injustice  to  the  one  already 
comuiitted.  This  argument  is  certainly  conclusive  on  the 
practical  question  ;  but  it  places  the  honest  conclusion  on 
too  naiTO\v  and  too  low  a  ground.  It  concedes  that  the 
measure  of  1819,  called  PeePs  Bill,  by  which  cash  payuienta 
were  rcsuuicd  at  the  original  stimihird  of  3/.  17«.  lO^d.,  was 
really  the  injustice  it  was  said  to  be.  This  is  an  admission 
wholly  opjMiscd  to  the  truth.  Parliament  had  no  alterna- 
tive ;  it  was  absolutely  bound  to  adhere  to  the  acknowl- 
edged standard ;  as  may  be  shown  on  three  distinct  grounds, 
two  of  fact,  and  one  of  principle. 

Tlic  reasons  of  fact  are  these.  In  the  fii-st  place,  it  is  not 
true  that  the  debts,  private  or  public,  incurred  during  the 
Bank  restriction,  were  contracted  in  a  cuiTcncy  of  low^er 
value  than  that  in  which  the  interest  is  now  paid.  It  is  in- 
deed true  that  the  suspension  of  the  obligation  to  pay  in 
i:iKH'ie,  did  put  it  in  the  power  of  the  Bank  to  depreciate  the 
ctirreucy.  •  It  is  true  also  that  the  Bank  really  exercised 
that  power,  though  to  a  far  less  extent  than  is  often  pre- 
tended ;  since  the  difference  between  the  market  price  of 
gold  and  the  mint  valuation,  during  the  greater  part  of  the 
interval,  was  very  trifling,  and  when  it  was  greatest,  during 
the  last  five  years  of  the  war,  did  not  nnich  exceed  thirty 
per  cent.  To  the  extent  of  that  difference,  the  currency 
was  depreciated,  that  is,  its  value  was  Vielow  V^iaX  O^  VJiaa 
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6ta.ndar(l  to  wliieh  it  prolL'ssL'd  to  adhere.  But  tlic  state  of 
Europe  at  that  time  was  such — there  was  so  unusual  an 
absorption  of  the  prec-ious  metals.  It}'  hoarding,  and  in  tho 
military  chests  of  the  vast  arniies  which  then  desolated  the 
Continent,  that  tlie  value  of  the  standard  itself  was  very 
considerably  raised  :  and  the  best  authorities,  nmonj,'  whom 
it  is  sufficient  to  name  Mr.  Tooke,  have,  after  an  elaborate 
investigation,  satisfied  themselves  that  the  dili'erence  be- 
tween paper  and  bullion  was  not  rrreater  than  the  enhanec- 
iiient  in  value  of  gold  itself,  and  that  the  paper,  though  de- 
preciated relatively  to  the  then  value  of  gold,  did  not  sink 
below  the  ordinary  \'alue  at  other  times,  either  of  gold  or  of 
a  convertible  paper.  If  this  be  true  (and  the  evidont-es  of 
the  fact  are  conclusively  stated  in  Mr.  Tooke's  History  of 
Prices)  the  foundation  of  the  whole  case  against  the  fund- 
holder  and  other  creditors  ou  the  ground  of  depreciation  is 
subverted. 

But,  secondly,  even  if  the  currency  had  really  been  low- 
ered in  value  at  each  period  of  the  Bank  restriction,  in  the 
same  degree  in  which  it  was  depreciated  in  relation  to  its 
standard,  we  must  remember  that  a  part  only  of  the  na- 
tional debt,  or  of  other  permanent  engagements,  was  in- 
curred daring  the  Bank  restriction.  A  large  part  had  been 
contracted  before  1797;  a  still  larger  during  the  early 
years  of  the  restriction,  when  the  difference  between  paper 
and  gold  was  yet  small.  To  the  huldei-s  of  the  former  part, 
ail  injury  was  done,  by  paying  tlie  interest  for  twenty-two 
years  in  a  deprcfiHted  currency  :  those  of  the  second,  suf- 
fered an  injury  during  the  yeare  in  which  the  interest  was 
paiil  ill  a  currency  more  depreciated  than  that  in  which  the 
loans  were  contracted.  To  have  resumed  cash  jiayuients  at 
a  lower  standard  would  have  been  to  peri)etunte  the  injuiy 
to  these  two  classes  of  creditors,  iu  order  to  avoid  giving  an 
undue  benefit  to  a  third  class,  who  had  lent  tlieir  money 
during  the  few  years  of  greatest  depreciation.  As  it  is,  there 
was  an  underiiayment  to  one  set  of  persons,  and  an  over]»ay- 
7nent  to  another.     T?ic  late  Mr.  Mushct  took  the  trouble  to 
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ke  an  aritlunetiL-al  eoiriparieon  between  the  two  amounts. 
He  ascertained  by  calciilationj  that  if  an  account  liad  been 
made  out  in  1819,  of  wJiat  the  timdliolders  had  gaiued  and 
lust  by  the  variation  of  tlie  paper  currency  from  ita  stand- 
ard, they  would  have  been  found  as  a  body  to  have  been 
losers  ;  so  that  if  any  compciisation  was  due  on  the  ground 
of  depreciation,  it  would  not  be  frwn  the  fundholders  col- 
lectively, but  to  them. 

Thus  it  is  with  the  facts  of  the  case.     But  these  reasons 
of  fact  are  not  the  strongest.     There  is  a  reason  of  prin- 
ciple, still  more  powerful.     Stipposu  that,  not  a  part  of  the 
debt  merely,  but  the  whole,  had  been  contracted  in  a  depre- 
ciated currency,  depreciated  not  only  in  comparison  with  its 
standard,  but  with  its  own  value  before  and  after ;  and  that 
wc  were  now  paying  the  interest  of  this  debt  in  a  currency 
fifty  or  even  a  hundred  per  cent  more  valuable  thiin  that 
in  which  it  was  contracted.     ^Vhat  difiercuce  would  this 
make  in  the  obligation  of  paying  it,  if  the  condition  that  it 
should  be  so  paid  was  part  of  the  original  compact  ?     Now 
thie  is  not  only  truth,  but  less  than  the  truth.     Tlie  compact 
stipulated  better  terms  for  the  fuudholder  than  he  lias  re- 
ceived.    During  llie  whole  continuance  of  the  Bank  restric- 
tion, there  was  a  parliamentary  pledge,  by  which  the  legisla- 
ture was  as  much  hound  as  any  legislature  is  capable  of 
binding  itself,  tliat  cash  payments  ehould  be  resumed  on  the 
original  footing,  at  farthest  in  six  months  after  the  conelu- 
eion  of  a  general  peace.     Tliis  was  therefore  an  actual  con- 
dition of  every  loan  ;  and  the  terms  of  the  loan  were  more 
favourable  in  consideration  of  it.    "Without  some  such  stipu- 
lation, the  GovernnioTit  could  not  have  expected  to  borrow 
unlesa  on  the  terms  on  which  loans  are  made  to  the  native 
priucus  of  India.     If  it  had  been  uudei*stood  and  avowed 
that,  after  borrowing  the  money,  the  standard  at  which  it 
was  computed  might  be  })ermanently  lowered,  to  any  extent 
which  to  the  "  collective  wisdom  "  of  a  legislature  of  bor- 
rowers might  seem  fit — who  can  say  what  rate  of  intercfet. 
Would  have  been  a  sufficient  indticement  to  persoT\B  o?  tova- 
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men  sense  to  risk  their  eavings  in  such  an  adventure?  How- 
ever niucli  the  fundhoiders  had  gained  by  the  j-e&uniption 
of  casli  payments,  the  terms  of  the  contract  insured  their 
giviufT  ample  value  for  it.  They  gave  value  for  more  than 
they  received ;  since  cash  payments  were  not  resumed  in 
dix  months,  but  in  ae  many  years,  after  the  peace.  So  that 
waiving  all  our  ai'guments  except  the  la^t,  and  conceding  all 
the  facts  asserted  on  the  other  side  of  the  question,  the  fund- 
holders,  instead  of  being  unduly  bcnofited,  arc  the  injured 
party ;  and  would  have  a  claim  of  compensation,  if  such 
claims  were  not  very  properly  barred  by  the  impossibility 
of  adjudication,  and  by  the  salutary  general  maxim  of  law 
and  policy  "^  cpiod  interest  reipubhcee  nt  sit  finis  litimu," 
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§  1,  Aftee  the  elementary  expoeition  of  the  theory  of 
money  contained  in  the  last  few  chapters,  we  shall  return  to 
a  question  in  the  general  theory  of  VaIiK\  wliit-h  could  not 
be  satisfactorily  discuseed  until  the  naUirc  an<l  operations 
of  Money  were  in  some  measure  understood,  because  the 
errors  against  wliieh  we  have  to  eoiilend  mainly  originate 
in  a  misunderstanding  of  those  operations. 

We  have  seen  that  the  value  of  everything  gravitates 
towards  a  certain  medium  point  (which  lias  been  called  tlie 
Natural  Value),  namely,  tliat  at  which  it  exchanges  for 
every  other  thing  in  the  ratio  of  their  cost  of  production. 
We  have  seen,  too,  that  the  actual  or  market  value  coin- 
cides, or  nearly  so,  with  the  natural  vahie,  only  on  an  ave- 
rage of  years;  and  is  continually  either  rising  above,  or 
falling  below  it,  from  alterations  in  the  demand,  or  casual 
fluctuations  in  the  supply  :  but  that  these  variations  eoiTeet 
themselves,  through  tlie  tendency  of  the  supply  to  accom- 
modate itself  to  the  demand  wliich  exists  for  the  commodity 
at  its  natural  value.  A  general  convergence  tlius  results 
from  the  balance  of  opposite  divergences.  Dearth,  or  scarci- 
ty, on  the  one  haml,  and  over-supjily,  or,  in  mercantile  lan- 
guage, glut,  on  the  other,  arc  incident  to  all  commodities. 
In  the  tirst  ease,  the  commodity  affords  to  the  producers  or 
sellers,  while  the  deficiency  lasts,  an  unusually  high  rate  of 
profit :  in  the  second,  the  supply  being  in  cxce^is  of  that  lor 
which  a  demand  exists  at  such  a  value  a^  w\V\_  aSoxA  \\\(i 
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ordinary  profit,  the  sellers  must  be  content  with  less,  and 
must,  in  extreme  cases,  submit  to  a  loss. 

Because  this  plicnomeuon  ol'over-supply,  and  consequent 
inL'onvenience  or  loss  to  the  ]>roducer  or  dealer,  may  exist  in 
the  case  of  any  one  commodity  whatever,  many  persons,  in- 
cluding some  ditttinguislied  puliiieal  economists,  have  thought 
that  it  may  exist  with  regard  to  all  comm<»t]itius;  that  there 
may  be  a  general  over-production  of  wealth  ;  a  supply  of 
commodities  in  the  aggregate,  sur})as8ing  the  demand  ;  and 
a  conse<iuent  depressed  condition  of  alt  classes  of  producers. 
Against  this  doctrine,  of  whi(;h  Mr.  Malthus  and  Dr.  Chal- 
mers in  this  conntry,  and  M.  de  Sisniondi  on  the  Continent, 
were  the  chief  apostles,  I  have  already  contended  in  the 
First  Book;*  but  it  was  not  possible,  in  that  stage  of  our 
intjiiiry,  to  enter  into  a  einnplnte  examination  of  an  error 
(as  I  conceive)  essentially  grounded  on  a  mis underetan ding 
of  the  phenomena  of  Value  and  Price. 

The  doctrine  appears  to  me  to  involve  so  much  incon- 
sistency in  its  very  conception,  that  I  feel  considerable  diffi- 
culty in  giving  any  statement  of  it  which  shall  be  at  once 
clear,  and  sati&fatrtory  to  its  su[>portcr8.  Tlicy  agree  in  main- 
taining that  there  may  be,  and  sometimes  is,  an  excess  of 
productions  in  general  beyond  the  demand  for  them  ;  that 
when  this  hajipens,  purchasers  cannot  he  found  at  prices 
which  will  repay  t!ie  cost  of  production  with  a  profit ;  that 
there  ensues  a  general  dejtrossion  of  j^riees  or  values  (they 
are  seldom  accurate  in  discriminating  between  the  two), 
so  that  producers,  the  more  tliey  produce,  find  them- 
selves the  ]M>(>rrr,  instead  of  richer;  and  Dr.  Chalmers  ac- 
cordingly inculcates  on  capitalists  the  practice  of  a  moral 
restraint  in  reference  to  the  pursuit  of  gain  ;  while  Sismondi 
deprecates  machineiy,  and  the  various  inventions  which  in- 
crease productive  power.  They  both  maintaiu  that  accumu- 
lation of  capital  may  proceed  too  fast,  not  merely  for  the 
moral,  but  for  tlie  matenal  interest  of  those  who  produce 
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and  accumulate  ;  and  tliey  enjoin  the  rich  to  guard  agaiu&t 
this  evil  by  an  ample  uni>roductive  consumption. 

§  2.  When  these  writers  sp«ak  of  the  supply  of  com' 
modities  as  outrunning  the  demand,  it  is  not  clear  whicli  of 
the  two  elemcntH  of  demand  they  hrtvc  in'view — the  desire 
to  posseee,  or  tlie  means  of  purchase  ;  wlicther  their  mean- 
ing is  tiiat  there  are,  in  such  cases,  more  consumable  prod- 
ucts in  existence  than  the  public  dcsircd  to  <-onsuiue,  or 
merely  more  tban  it  is  able  to  pay  for.  In  this  imcertainty, 
it  is  neeeeaaiy  to  examine  both  suppositions. 

First,  let  us  suppose  that  tlie  quiintity  of  rommodities 
produced  is  not  greater  than  tlie  community  would  be  glad 
to  consume :  is  it,  in  that  case,  possible  that  there  should 
he  a  deficiency  of  demand  for  all  commodities,  for  want  of 
the  means  of  payment  ?    Tliosc  who  think  so  cannot  have 
considered  what  it  is  which  eoustitiitcs  the  means  of  pay- 
ment for  commodities.     It  is  simplj^  commodities.     Each 
person's  ineans  of  I'nying  for  the  jinMhic.tions  of  other  peo- 
ple consists  of  those  which  he  liiniself  jjossesacs.     All  sellers 
are  inevitably  and  ex  vi  termini  buyere.     Co\dd  we  sudden- 
ly double  the  productive  powere  of  the  countr}',  we  should 
douhle  tlie  supply  of  commodities  in  every  market ;  but  we 
thonld.  by  the  same  stroke,  double  tlie  purchasing  jMjwer. 
Everyhi)dy  would  bring  a  double  demand  as  well  as  sup- 
ply:  everybody  would  be  able  to  buy  twice  as  much,  be- 
cause every  one  would  have  twice  as  much  to  offer  in  ex- 
change.    It  is  probal.ile,  indeed,  that  there  would  now  he  a 
enperfluity  of  certain  things.      Although  the  connnunity 
^ould  willingly  double  its  aggregate  consumption,  it  may 
already  have  as  much  as  it  desires  of  some  commodities, 
snd  it  may  prefer  to  do  more  than  double  its  consumption 
of  others,  or  to  exercise  its  increased  purchasing  power  on 
Some  new  thing.     If  ?o,  the  supply  will  adapt  itself  accord- 
iiigly,  and  the  values  of  things  will  continue  to  conform  to 
tlieir  cost  of  producti<tn.    At  any  rate,  it  is  a  sheer  absurdity 
that  all  things  should  fall  in  value,  artd  tWV.  aM  ■^xcAwt.tTfe 
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should,  in  conscqaence,  be  insufflciently  i*emuiicrate(l.  If 
values  remain  the  same,  wliat  becomes  of  prices  is  iinmaie- 
rial,  since  tbe  remuneration  of  producers  does  not  depend 
on  how  much  money,  but  on  how  ranch  of  consumable  arti- 
cles, tbey  obtaui  for  their  goods.  Besides,  monev  is  a  com- 
modity ;  and  if  all  commodities  are  supposed  to  be  doubled 
in  quantity,  we  must  snppose  money  to  be  doublcni  too,  and 
thou  prices  would  no  more  fall  than  values  would. 


§  3.  A  general  over-supply,  or  excess  of  all  commod- 
ities above  the  demand,  so  far  as  demand  consists  in  means 
of  payment,  is  thus  sliown  to  be  an  impoj^sibility.  But  it 
may  perhaps  be  supposed  that  it  is  not  the  ability  to  pur- 
chase, but  the  desire  to  possess,  that  falls  short,  and  that  the 
general  produce  of  industry  may  be  greater  than  the  com- 
munity desires  to  consume — tlie  j)art,  at  least,  of  the  oom- 
manity  wliicli  has  an  equivalent  to  give.  It  is  evident 
enough,  that  produce  makes  a  market  for  produce,  and  that 
there  is  wealth  iu  the  country  with  which  to  purchase  all 
the  wealth  in  the  country  ;  but  those  who  have  the  means, 
may  not  have  the  wants,  and  those  who  have  the  wants  may 
be  without  the  means.  A  portion,  therefore,  ot  the  com- 
modities produced  may  bo  unable  to  find  a  market,  from 
the  absence  of  means  in  those  who  have  the  desire  to 
consume,  and  the  want  of  desire  in  those  who  have  the 
means. 

Tills  IB  much  the  most  plausible  form  of  the  doctrine, 
and  does  not,  like  that  which  we  first  examijied,  involve  a 
contradiction.     There  may  easily  be  a  greater  quantity  of 
any  particular  commodity  than  is  desired  by  tlioso  who 
have  the  ability  to  purchase,  and  it  is  abstractedly  conceiv- 
able that  this  might  be  the  case  with  all  commodities.     Tlia 
error  is  in  not  perceiving  that  thonnjh  all  who  have  an. 
equivalent  to  give,  miffht  be  fully  provided  with  every  con- 
BUinable  article  which  they  desire,  the  fact  that  tliey  go  or* 
adding  to  the  production  proves  that  tiiis  is  not  aefual/t/  the 
ease.     Assume  the  most  favourable  hypothesis  for  tlie  [nir- 
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poaaeesea  06  much  of  necesiiaries  and  of  all  known  Jiixuries 
as  Lc  desires :  and  since  it  U  not  conceivable  that  persous 
•\vhoso  wants  were  conipletelj  satisfied  would  labour  and 
economize  to  obtain  what  they  did  not  dosii-e,  suppose  that 
a  foreigner  arrives,  and  produces  an  additional  quantity  of 
something  of  which  there  was  ah-eady  enough.     Ilere,  it 
wall  be  said,  is  over-production  :  true,  1  reply ;  over-produc- 
tion of  that  particular  article :  the  commniiity  wanted  no 
more  of  that,  but  it  wanted  soniethiiig.     The  old  inhabit- 
ants, indeed,  wanted  nothing  ;  but  did  not  the  foreigner  him- 
eelf  want  sometliing?     When  he  produced  the  siiperfluous 
article,  was  bo  labouring  without  a  motive  ?     lie  has  pro- 
duced, but  the  wrong  thing  instead  of  tlie  right.     lie  want- 
ed, perhaps,  food,  and  has  produced  watches,  with  wliicb 
evei-ybody  was    Bufficiently    supplied.      Tlie    new    comer 
brought  with  him  into  the  country  a  demand  for  commod- 
ities, equal  to  all  that  be  could  produce  by  Ida  industry,  and 
it  was  his  business  to  see  that  the  snpj^ly  he  brought  should 
1)0  suitable  to  that  demand.     If  he  could  not  produce  some- 
tliing  capable  of  exciting  a  new  want  or  desire  in  the  com- 
munity, for  the  satisfaction  of  wliich  some  one  wonld  grow 
niore  food  and  give  it  to  him  fn  exchange,  lie  had  the  alter- 
native of  growing  food  for  himself;  eitlier  on  fresh  land,  if 
there  was  any  untvccnpied,  or  as  a  tenant,  or  partner^  or 
servant,  of  some  former  occupier,  ■filling  to  be  partially  re- 
lieved from  labour.     He  has  produced  a  thing  not  wanted, 
instead  of  what  was  wanted ;  and  he  hnnself,  perhaps,  is 
tiot  the  kind  of  producer  who  is  wanted ;  but  there  is  no 
&ver-production  ;  production  is  not  excessive,  but  merely  ill 
assorted.     We  saw  before,  tliat  whoever  brings  additional 
commoditiea  to  the  market,  brings  an  additional  power  of 
purcbase  ;  we  now  sgl'  tbat  he  brings  ako  an  additional  de- 
^  to  consrmie  ;  since  if  he  had  not  that  desh-e,  he  would 
not  have  troubled  himself  to  produce.    Kcither  of  the  ele- 
tnews  of  demand,  therefore,  can  be  wanting,  when  there  is 
aft  additional  Bvppfy;  thoxigh  it  is  perfectly  po%s\\^ft  \V\^V 
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the  demand  may  be  for  one  tiling,  and  the  supply  may  nn- 
fortunately  consist  of  anotlier. 

DnveiL  to  his  last  retreat,  an  oi>ponent  may  j>erhaps  al- 
lege, that  tliere  are  persons  who  produce  and  accumulate 
from  mere  habit ;  not  because  they  have  any  object  in 
growing  rit^hcr,  or  desire  to  add  iu  any  respect  to  their  eon- 
p-mnption,  hut  from  v's  iuertioi.  They  continue  producing 
because  the  maciiiiie  is  ready  mounted,  and  save  and  re-in- 
vest their  savings  because  they  have  nothing  on  which 
they  care  to  expend  tlicni.  I  grant  that  tliie  is  possible, 
and  in  some  few  instances  probably  happens ;  but  these  do 
not  iu  the  slightest  degree  afl'eet  our  conchieion.  For,  what 
do  these  persons  do  with  their  savings  ?  They  invest  them 
productively ;  that  is,  expend  them  in  employing  labour. 
In  other  woi-ds,  ha\Tng  a  purchasing  power  belonging  to 
them,  more  than  they  know  what  to  do  with,  they  make 
over  the  sui-plns  of  it  for  the  general  benefit  of  the  labouring 
class.  Kow,  will  that  class  also  not  know  what  to  do  with 
:t?  Are  we  to  suppose  that  they  too  have  theii*  wants  per- 
fectly satisfied,  and  go  on  labouring  fi*om  mere  habit  ?  Un- 
til this  is  the  case,  until  the  working  classes  have  also 
reached  the  point  of  satiety — there  will  be  no  want  of  de- 
mand for  the  produce  of  ca]3ital,  however  rapidly  it  may  ac- 
cumnlate:  since,  if  there  is  nothing  else  for  it  to  do,  it  can 
always  find  employiuunt  iu  producing  the  ncccssanes  or  lux- 
uries of  the  labouring  class.  And  when  they  too  had  no 
further  desire  for  neceseanes  and  luxuries,  they  would  take 
the  benefit  of  any  further  increase  of  wages  by  diminishing 
their  work  ;  so  that  tlie  over-production  which  then  for  the 
first  time  wouhJ  be  possible  in  idea,  conld  not  even  then  take 
plnee  in  fact,  for  want  of  labourers.  Tims,  in  whatever 
manner  the  question  is  looked  at,  even  though  we  go  to  the 
extreme  verge  of  possibility  to  invent  a  supposition  favour- 
able to  it,  the  theory  of  general  over-production  implies  an 
absurdity. 


§  4.     What  then  is  it  by  which  men  who  have  reflected 
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mncli  ou  ticonomical  phenomena,  and  have  even  contributed 
to  tlirow  now  light  upon  them  by  original  speculations, 
have  been  led  to  embrace  so  irrational  a  doctrine?  1  con- 
ceive them  to  liave  been  dcccivetl  by  a  mistaken  interjjreta- 
tion  of  certain  mercantile  facts.  Tiiey  imagined  that  the 
possibility  of  a  general  over-eu]iply  of  commoLlities  wafi 
proved  by  experience.  They  believed  tliat  tlicy  saw  thia 
phenomenon  in  certain  conditions  of  the  markets,  the  true 
explanation  of  wliich  is  totally  different. 

I  liave  already  described  tlie  state  of  the  markets  for 
commodities  wliich  accompanies  what  is  termed  a  commer- 
cial crisis.  At  such  times  there  is  realJy  an  excess  of  all 
commodities  above  the  money  demand  :  in  other  words, 
there  is  an  mider-supply  of  money.  From  the  sudden  anni- 
hilation of  a  great  mass  of  credit,  every  one  dislikes  to  part 
with  ready  money,  and  many  are  anxious  to  procure  it  at 
any  sacrifice.  Almost  everybody  therefore  is  a  seller,  and 
there  are  scarcely  any  buyers  :  so  tliat  there  may  really  be, 
though  only  while  the  crisis  lasts,  an  extreme  deproseion  of 
general  prices,  from  what  may  be  indiscriminately  called  a 
glut  of  commoditit«  or  a  dearth  of  money.  But  it  is  a  great 
error  to  suppose,  with  Sismondi,  that  a  commercial  crisis  is 
the  ett'ect  of  a  general  excess  of  production.  It  is  simply 
the  consequence  of  an  excess  of  speculative  purchases.  It  is 
not  a  gradual  advent  of  low  prices,  but  asndden  recoil  from 
prices  extravagantly  liigh  :  its  inimediiite  cause  is  a  contrac- 
tion of  credit,  and  the  remedy  is,  not  a  diiniimtion  of  sup- 
ply, but  the  restoration  of  confidence.  It  is  also  evident 
tliat  this  temporary  derangement  of  inarkets  is  an  evil  only 
because  it  is  temporary.  The  fall  being  solely  of  money 
prices,  if  prices  did  not  rise  again  no  dealer  would  lose, 
since  the  smaller  price  would  be  worth  as  much  to  him  as 
the  larger  price  was  before.  In  no  matter  does  this  phe- 
nomenon answer  to  the  <lescription  which  these  celebrated 
economists  Lave  given  of  the  evil  of  over-production.  Tliat 
permanent  decline  in  tlie  circumstances  of  producers,  for 
want  of  markets,  which  those  writers  coutemp\8ilo,  \a  %  cow- 
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ception  to  which  the  nature  of  a  commercial  crisis  gives  no 
STipport. 

The  other  phenomenon  from  which  the  notion  of  a  gen- 
eral excess  of  wealth  and  superfluity  of  accumulation  eeems 
to  derive  countenance,  is  one  of  a  more  permanent  nature, 
namely,  the  fall  of  profits  and  intere&t  which  naturally  takes 
place  with  the  progress  of  jjojiuhition  and  production.  The 
cause  of  this  decline  of  i)roiit  is  the  increased  cost  of  main- 
taining labour,  which  results  from  an  increase  of  jiojnilation 
and  of  the  demand  for  food,  outstripping  the  advance  of 
agricultural  improvement.  This  important  feature  in  the 
economical  progress  of  nations  ^vill  receive  full  considera- 
tion and  discu&sion  in  the  siicceeding  Book.*  It  is  obvious- 
ly a  totally  different  thing  from  a  want  of  market  for  com- 
modities, tliough  often  couibuadcd  with  it  in  the  complaints 
of  the  producing  and  trading  cla&scs.  The  true  interpreta- 
tion of  the  luodcm  or  present  state  of  industrial  economy,  is, 
that  there  is  hardly  any  amount  of  business  which  may  not 
be  done,  if  people  will  be  content  to  do  it  on  small  profits* 
and  this,  all  active  and  intelligent  perj^ons  in  business  per- 
fectly well  know :  but  even  those  who  comply  with  the  neces- 
sities of  their  time,  grumble  at  what  they  comply  with,  and 
wish  that  there  were  less  capital,  or,  as  they  express  it,  less 
competition,  in  order  that  there  might  be  greater  profits. 
Low  profits,  however,  are  a  diflferent  thing  from  deficiency 
of  demand  ;  and  tiie  production  and  aceunuilation  which 
merely  reduce  profits,  cannot  be  called  excess  of  supply  or 
of  production.  "Wliat  the  phenomenon  really  is,  and  ita 
effects  and  necessary  limits,  will  be  seen  when  we  treat  oi 
that  express  s;ibject, 

I  know  not  of  any  economical  facts,  except  the  two  1 
have  specified,  which  can  have  given  occasion  to  the  opin- 
ion that  ft  general  over-production  of  commodities  ever  pre- 
sented itself  in  actual  experience.  I  am  convinced  that 
there  is  no  fact  in  commercial  aftairs^  which,  in  order  to  its 
explanation,  stands  in  need  of  that  chimerical  supposition. 

•  Infra,  book  iv.  cbap.  W. 
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The  point  is  fandamental ;  auy  different'O  of  opiDiou  on 
it  involves  radically  different  fonccptions  of  Political  Kcon- 
omy,  especially  in  its  practical  aspect.  On  the  one  ^'iew, 
we  Lave  only  to  consider  bow  a  sufficient  production  may 
be  combined  with  the  best  poesible  distribution,  Imt  on  the 
other  tliere  is  a  third  thing  ti)  be  considered—how  a  market 
can  be  created  for  j)roducej  or  how  production  can  l>e  lim- 
ited to  the  ca]>ahIUtie3  of  the  market.  Besides,  a  theor}'  so 
essentially  self-contradictory  cannot  intrude  itself  without 
cariTing  confusion  into  the  very  heart  of  the  subject,  and 
making  it  impossible  even  to  conceive  with  any  distinctness 
many  of  the  more  complicated  economical  workings  of  so- 
ciety. This  error  has  been,  I  conceive,  fatal  to  tlic  sj-stema, 
as  systems,  of  the  throe  distinguished  economists  to  whom  I 
before  referred,  Malthus,  Chalmers,  and  Sismondi ;  all  of 
whom  have  admirably  conceived  and  explained  several  of 
the  elementary  theorems  of  political  economy,  but  this  fatal 
misconception  baa  spread  hself  like  a  veil  between  them 
and  tlic  more  difficult  portions  of  tlic  subject,  not  suffi?ring 
one  ray  of  light  to  penetrate.  Still  more  is  the  same  con- 
fused idea  constantly  crossing  and  bcAvildering  the  specula- 
tions of  minds  inferior  to  theirs.  It  is  but  justice  to  two 
eminent  names,  to  call  attention  to  the  fact,  tliat  the  merit 
of  having  placed  this  most  important  point  in  its  true  li^lit, 
belongs  principally,  on  the  Continent,  to  the  judicious  J,  1j. 
Say,  and  in  this  country  to  Mr.  Mill ;  who  (besides  the  con- 
clusive exposition  which  he  gave  of  the  subject  in  his  Ele- 
ments of  Political  Economy)  had  set  forth  the  correct  doc- 
trine with  great  force  and  clearness  in  an  early  pamphlet, 
called  forth  by  a  temporary  controversy,  and  entitled, 
"  Commerce  Defended  ; ''  the  lirst  of  his  writings  which  at- 
tained any  celebrity,  and  wliich  be  prized  more  as  having 
been  his  lirst  introduction  to  the  friendship  of  David  Ricar- 
do  the  most  valued  and  most  intimate  friendship  of  his  life. 


CHAPTER  XV. 


OF  A  MEASURE  OF  VALUE. 


g  1.  Theke  has  been  mucb  discussion  among  political 
et^onoraifits  rcBpectlng  a  Measure  of  Vahie.  Aii  importance 
has  hoeii  attached  to  the  suhject,  gruatir  than  it  deserved, 
and  what  has  been  ^Titten  reapcctiug  it  lias  contributed  not 
a  little  to  the  rci)roacL  of  logomacliy,  which  is  brought, 
with  much  exaggeration  but  not  altogether  without  ground, 
against  tlie  spoculations  of  poUtieal  economists.  It  is  neccs- 
eary  however  to  touch  upon  the  subject,  if  only  to  show  how  ■ 
little  there  is  to  be  said  on  it. 

A  Measure  of  Value,  in  the  ordinary  sense  of  the  word 
measure,  would  meau,  something,  by  comparison  with  which 
we  may  ascertain  what  is  the  value  of  any  other  thing. 
When  we  consider  farther,  tliat  value  itt^elf  is  relative, 
and  that  two  things  arc  necessary  to  constitute  it,  indepen- 
dently of  thii  third  thing  which  is  to  measure  it ;  we  may 
define  a  ifeaaure  of  Value  to  be  sometlilngj  by  comparing 
with  which  any  two  other  things,  we  may  infer  their  value 
in  relatiou  to  one  another. 

In  this  siitise,  any  commodity  will  serve  as  a  measure  of 
value  at  a  given  time  and  place  ;  since  we  can  always  infer 
the  proportion  in  which  things  exchange  for  one  another, 
when  we  know  the  proportion  in  which  each  exchangee  for 
any  third  tiling.  To  serve  as  a  convenient  measure  of  value 
is  one  of  the  tnnctions  of  the  commodity  selected  as  a  me- 
dium of  exchange.  It  is  in  that  commodity  that  the  values 
of  all  otiier  tliint^s  are  Iiabitually  estimated.     We  say  that 
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one  thing  is  worth  2^.,  another  3^. ;  and  it  is  then  known 
without  express  stateineut,  tliat  one  is  worth  two-thirds  of 
the  other,  or  that  the  things  exchange  for  one  another  in 
the  proportion  of  2  to  3.  Money  is  a  coiuplute  uiea:^urG  ot* 
their  value. 

But  the  dofiideratum  sought  by  ijoliiieal  economists  is 
not  a  measure  of  the  value  ol'  tilings  at  tlie  saint'  time  and 
place,  but  a  measure  of  the  value  of  the  same  thing  at  dif- 
ferent times  and  places :  something  by  cuinpari«jn  with 
which  it  may  he  known  wlielher  any  givun  thing  is  of 
greater  or  less  vaJue  now  than  a  century  ago,  or  in  this 
country  than  in  America  or  Cliina.  And  for  this  also,  money, 
or  any  other  commodity,  will  serve  quite  as  well  as  at  the 
same  time  and  place,  provided  we  can  obtain  the  same 
data ;  provided  we  are  abhs  to  comjmre  with  the  measure 
not  one  commodity  only,  but  the  two  or  more  which  are 
necessary  to  the  idea  of  value.  If  wheat  is  now  40*.  the 
(juartcr,  and  a  fat  sheep  tlie  same,  and  if  in  the  time  of 
Henrj-  the  Second  wheat  was  20*.,  and  a  sheep  10«.,  we 
know  that  a  quarter  of  wheat  was  then  worth  two  sheep, 
and  is  now  only  worth  one,  and  that  the  value  therefore  of 
a  sheep,  estimated  in  wheat,  is  twice  as  great  as  it  was  then ; 
quite  independently  of  the  value  of  money  at  tlie  two  peri- 
ods, cither  in  relation  to  those  two  articles  (in  respect  to  both 
of  which  we  suppose  it  to  have  fallen),  or  to  other  commod- 
ities, in  respect  to  whicli  we  need  not  make  any  supposition. 

Wliat  seems  to  be  desired,  however,  by  writei-s  on  the 
subject,  is  some  means  of  ascertaining  the  vahie  of  a  com- 
modity by  merely  comj>ariug  it  with  the  mcEisure,  witliout 
referring  it  specially  to  any  other  given  (commodity.  They 
wonld  wish  ki  he  able,  from  tlie  mere  fact  that  wheat  is 
now  40*.  the  qmirter,  and  was  formerly  20^.,  to  decide 
whedier  wheat  has  varied  in  its  value,  and  in  what  degree, 
without  selecting  a  second  commodity,  such  as  a  sheep,  to 
compare  it  with  ;  because  they  arc  not  desirous  of  knowing 
how  much  wheat  has  varied  in  value  relatively  to  sheep, 
bnt  how  much  it  lias  varied  relatively  to  t\\mg&  \w  ^\i\\et«\. 


Tlie  first  oh&tat-le  ariises  from  the  necessary  indetinitenesa 
ot'Uie  idea  ot'^ceneral  uxtbange  value — value  i/i  relation  not 
to  eome  one  comuiodily,  Imt  to  eoininodities  at  lar^e.    Eveii- 
if  we  knew  exactly  liow  mueli  a  qnarter  of  wheat  would- 
have  [lurchai^ed  at   thu  earlier  period,  of  every  marketable 
article  considered  separately,  and  that  it  will  now  purchaac^ 
more  of  some  things  and  \es&  of  others,  we  sliould  oi^eis. 
find  it  im}>08sihle  to  «ay  whether  it  had  risen  or  fallen  in. 
relation  to  things  in  gejieral.     How  much  more  imposeibliy 
when  we  only  know  how  it  lias  varied  in  relation  to  tb^ 
measure.     To  enable  the  money  price  of  a  thing  at  two  dif- 
ferent periods  to  measure  the  quantity  of  tilings  in  genend 
which  it  will  exchange  I'or,  the  same  sum  of  money  must 
correspond  at  both  periods  to  the  same  quantity  of  things  in 
general,  that  is,  money  must  always  have  the  same  cxchauge 
value,  the  same  general  puivlia*(ing  power.     Now,  not  only 
is  this  not  true  of  money,  or  of  any  other  commodity,  bnt 
we  cannot  even  suppose  any  state  of  circomstances  in  which 
it  would  be  true. 

§  2.  A  measure  of  exchange  value,  therefore,  being 
impossible,  ^Titers  have  formed  a  notion  of  sometlung, 
under  the  name  of  a  measure  of  value,  which  would  be 
more  properly  termed  a  measure  of  cost  of  production. 
They  have  innigiiied  a  commodity  invariably  pmdiiL'ed  by 
the  same  quantity  of  labour;  to  which  snjjposition  it  in 
necessary  to  adiJ,  that  the  fixed  capital  employed  in  the  pro- 
duction must  bear  always  the  same  projuirtioii  to  the  wages 
of  the  immediate  labour,  and  must  be  always  of  the  sanie 
dunibility  :  in  Bhort,  the  same  capital  must  be  a(lvnnce<l  for 
the  name  length  uf  time,  so  that  the  element  of  value  which 
consists  of  profits,  as  well  as  that  which  consists  of  wages, 
may  he  unchari{j;enbli'.  We  pIkhiM  then  have  a  commodity 
always  proiluce*!  under  one  and  the  same  combination  of  all 
the  circtmistanct*  which  affect  permanent  value.  Such  a 
cominudity  will  be  liy  no  means  con&tant  iu  its  exchange 
value ;  for  (even  wJiliuul  reckoning  the  temporary  fluctua 
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tions  arising  from  su])ply  aiid  demand)  its  exchange  value 

■would  be  altered  by  every  change  in  the  circumstances  of 

production  of  the  things  agaiust  which  it  was  exchanged. 

3ut  if  there  existed  euch  a  commodity,  we  should  derive 

this  advantagv;   from   it,  that  wlienever   aiij  otiier  tliing 

varied  permanently  in  relation  to  it,  we  bJiouM  know  that 

the  cause  of  variation  was  not  in  it,  but  iu  the  other  tiling. 

It  would  thus  be  fitted  to  serve  as  a  measure,  not  indeed  of 

the  value  of  other  things,  but  of  their  cost  of  jjroduction. 

If  a  c-ummo<llty  acquired  a  greater  permanent  purchasing 

power  in  relation  to  the  invariable  (;onnuodity,  its  cost  of 

production  must  liave  become  greater ;  and  in  the  contrary 

cose,  less.  Tliis  measure  of  cost,  is  what  political  economists 

have  generally  meant  by  a  measure  of  value. 

But  a  measure  of  cost,  though  perfectly  conceivable,  can 
no  more  exist  in  fact,  than  a  measure  of  exchange  value. 
Tliere  is  no  commodity  which  is  invariable  iu  its  cost  of 
production.  Gold  and  silver  are  the  least  variable,  but 
even  these  are  liable  to  changes  in  their  cost  of  production 
from  the  exhaustion  of  old  sources  of  supply,  the  discovery 
of  Dew,  and  improvements  in  the  mode  of  working.  If  we 
attempt  to  ascertain  the  changes  in  the  cost  of  production 
Dt'auy  (tomintwiity  from  the  changes  in  its  money  price,  the 
fouchision  will  require  to  be  corrected  by  the  best  allow- 
ance we  can  make  for  the  intermediate  changes  in  the  cost 
of  the  production  of  money  itself. 

Adam  Smith  fancied  that  there  were  two  commodities 
peculiarly  fitted  to  serve  as  a  measure  of  value  :  com,  and 
lalx)ur.  Of  com,  he  said  that  although  its  value  fluctuates 
mocli  from  year  to  year,  it  does  not  vary  greatly  from  cen- 
tury to  century.  This  we  now  know  to  be  an  error :  com 
tends  to  rise  in  cost  of  production  with  every  increase  of 
population,  and  to  fall  with  every  improvement  in  agricul- 
^re,  either  in  the  country  itself,  or  in  any  foreign  ciMuitry 
from  which  it  draws  a  portion  of  its  supplies.  The  sup- 
pt^ed  eonstancy  of  the  cost  of  the  production  of  corn  deyenda 
^  tlie  maintenance  of  a  cojiiplete  equipoise  \ietNNtifc\i  ^^issj^ 
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ant^onizing  forces,  an  equipoise  wliicli,  il'  over  realized, 
can  only  be  accidental.  "Witii  respect  to  labour  as  a  meas- 
ure of  value,  the  language  of  Adam  Smith  is  not  uniform. 
He  sometimes  speaks  oi'  it  as  a  good  measure  only  for  short 
periods,  saying  tliat  the  valne  of  labour  (or  wages)  does  not 
vary  much  from  year  to  year,  tliongli  it  does  from  genera- 
tion to  generation.  On  otlier  occasions  he  speaks  as  if  la- 
bour were  iutrinsinally  the  most  proper  measui*e  of  value, 
on  the  gi'onnd  tliat  one  day's  ordinary  tniiscular  exertion  of 
one  man,  may  Im  looked  ujjon  as  always,  to  him,  the  same 
amount  of  eifort  or  saeriliee.  But  this  proposition,  whether 
in  itself  admissible  or  ni»t,  discards  the  idea  of  exchange 
value  aitogetlier,  substituting  a  totally  ditlerent  idea,  more 
analogous  to  vaUio  in  use.  If  a  day's  labour  will  jmrcha^e 
in  America  twice  as  much  of  onlinary  consumable  articles 
as  in  England,  it  seems  a  vain  subtlety  to  insist  on  saying 
tliat  labour  is  of  the  eanie  value  in  both  countries,  and  that 
it  is  the  value  of  the  other  things,  which  is  different.  La- 
boiir,  in  this  ease,  may  be  correctly  said  to  be  twice  as  val- 
uable, both  iu  the  market  and  to  the  labourer  himself,  in 
Ameri^^a  as  in  England. 

If  the  object  were  to  obtain  an  approximate  measure  by 
which  to  estimate  value  in  use,  perhaps  nothing  better  could 
be  chosen  than  one  day's  subsistence  of  an  average  man, 
reckoned  in  the  ordinary  food  consumed  by  the  class  of  un- 
skilled labourers.  If  in  America  a  pound  i>f  maize  flour  will 
sujiport  a  lalwnring  man  for  a  day,  a  thing  might  be  deemed 
more  or  less  valuable  in  proportion  to  the  number  of  ixiunds 
of  maize  flour  it  exchanged  for.  If  one  thing,  either  by  it- 
self or  by  what  it  would  purchase,  could  maintain  a  lal>our- 
ing  man  for  a  day,  and  another  could  maintain  him  for  a 
week,  there  would  be  some  reae<m  in  saying  that  the  one 
was  M'orth,  for  ordinary  Iniman  uses,  seven  times  as  nuich 
as  the  other.  But  this  wuuld  not  measure  the  worth  of  the 
tiling  to  its  jiossesBor  for  bis  own  purpuses,  which  might  bu 
greater  to  any  amount,  though  it  could  not  bo  less,  than  the 
worth  of  the  food  which  the  thing  would  purchase. 
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The  idea  of  r  Measure  of  Valne  mnst  not  be  confonnded 
with  the  idea  of  the  regulator,  or  determimng  principle,  of 
value.  AVheii  it  is  said  by  Ricardo  and  others,  that  the 
value  of  a  thiug  h  regulated  by  quantity  4>r  lalxiur,  they  do 
not  mean  the  quantity  of  labour  for  wliii-h  the  thing  will 
exchange,  but  tlio  qusintity  required  for  producing  it.  This, 
they  mean  to  affirm,  determines  its  value;  causes  it  to  be  of 
tJie  value  it  is,  and  of  no  other.  But  when  A<lam  Smith 
and  Malthus  say  that  labour  is  a  measure  of  value,  they  do 
not  mean  the  laliour  hy  wluch  the  thing  was  or  can  be 
made,  but  the  quantity  of  labour  which  it  will  exchange 
for,  or  purchase  ;  in  other  words,  the  value  of  the  thing,  es- 
timated in  labour.  And  they  do  not  mean  tliat  this  regulates 
the  general  exchange  value  of  the  thing,  or  has  any  etfect 
in  determining  what  that  value  shall  be,  but  only  aflcertatns 
what  it  is,  and  whether  and  how  much  It  varies  from  time 
to  time  and  from  place  to  place.  To  confound  these  two 
ideas,  would  be  much  the  same  thing  as  to  overlook  the 
distinction  between  the  thermometer  and  the  fire. 


§  1.  The  general  lawB  of  value,  in  al!  the  more  impor- 
tant cases  of  the  interchange  of  coininoditeB  in  the  same 
country,  have  now  been  mve:>tigated.  AVe  examined,  first, 
the  case  of  nioaopoly,  in  which  the  value  is  determined  l>y 
either  a  natural  or  an  artificial  limitation  of  quantity,  that 
is,  by  demand  and  supply  :  secondly,  the  case  of  free  com- 
petition, when  the  article  can  be  produced  in  indefinite 
quantity  at  the  same  cost ;  in  which  case  the  permanent 
value  is  determined  by  the  cost  of  ppuduction,  and  oidy  the 
fluctuations  by  supply  and  demand  :  thirdly,  a  mixed  case, 
that  of  the  articles  which  can  be  pro<luced  in  indefinite 
quantity,  bnt  not  at  tlie  same  cost ;  in  which  case  the  per- 
manent value  is  determined  by  the  greatest  cost  wliich  it  is 
necessary  to  incur  in  order  to  obtain  tlie  required  sapply. 
And  lastly,  we  have  found  that  money  itself  is  a  commodity 
of  ike  third  class;  that  its  value,  in  a  state  of  fi'eedoni,  is 
governed  by  the  same  laws  as  the  values  of  other  commod- 
ities of  it€  class  ;  and  that  prices,  therefore,  follow  the  same 
laws  as  values. 

From  this  it  appears  that  demand  and  supply  fjovern  the 
fluctuations  of  values  and  prices  in  all  cases,  and  the  perma- 
nent values  and  prices  of  all  tbinjtps  of  w!ii('h  the  supply  is 
determined  by  any  agency  other  than  that  of  free  comjwti- 
tion  :  bnt  that,  under  the  regime  of  competition,  tilings  are, 
on  the  average,  exchanged  for  each  other  at  such  values,  and 
Bol<}  at  sach  priceSf  as  afibrd  equal  expectation  of  advantage 
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ftll  classes  of  producers ;  which  can  ouly  be  when  things 
exchange  tor  one  another  in  the  ratio  of  their  cost  ol'  pro- 
duction. 

It  \&  now,  however,  necessary  to  take  notice  of  certain 
eases,  to  which,  from  tlieir  peculiar  nature,  this  law  of  ex- 
change value  is  inapplicable. 

It  soiuetinies  liappeus  that  two  different  commodities 
have  what  may  be  termed  a  joint  cost  of  production,  *^hey 
are  both  products  of  the  same  oj>eration,  or  set  of  oijcrutionti, 
and  the  outlay  is  incurred  for  the  sake  of  both  together,  not 
part  for  one  and  part  tor  the  other.  The  same  outlay  would 
Imve  to  he  inciUTod  for  either  of  the  two,  if  the  other  were 
not  wanted  or  used  at  all.  There  are  not  a  few  instances 
of  commodities  thus  associated  in  their  production.  For 
example,  coke  and  coal-gas  are  hotli  pi-odneed  from  the  same 
material,  and  by  the  same  operation.  In  a  more  jiartial 
sense,  jxiutton  and  wool  are  an  example :  beef,  hides,  and 
tallow :  calves  and  dairy  prodace :  chickens  and  eggs.  Cost 
of  production  can  have  nothing  to  dn  with  deciding  the 
valne  of  the  associated  eoniniodities  relatively  to  caeli  other. 
It  only  decides  tlieir  joint  value.  The  gas  and  the  coke  to- 
getlier  have  to  repay  the  expenses  of  tlicir  production,  with 
the  ordinary  profit.  To  do  this,  a  given  quantity  tif  gas,  to- 
gether with  the  coke  which  is  the  residuum  of  its  manufac- 
ture, nmst  exchange  for  other  things  in  the  ratio  of  their 
joint  cost  of  i>ro<]uction.  Bnt  how  much  of  the  remunera- 
tion of  the  producer  shall  be  derived  from  the  coke,  and 
how  much  from  the  gas,  remains  to  be  decided,  t  Cost  of 
production  does  not  determine  their  prices,  but  the  sum  of 
their  prices.  A  principle  is  wanting  to  apportion  the  ex- 
penses of  prodiu^tion  between  the  two. 

Since  cost  of  jiroduction  here  fails  us,  we  must  revert  to 

a  law  of  value  anterior  to  cost  of  production,  and  more 

ftuidamental,  tiie  law  of  demand  and  su])ply.     The  law  is, 

that  the  demand  for  a  commodity  varies  with  its  value,  and 

that  the  valne  adjusts  itself  so  that  the  de»nand  shall  he 

equal  to  the  supply.     Tins  supplies  the  pr\iid\>\e  o^  TQ;^%.t^A- 

tion  nJjirJi  ire  are  Jn  quetit  of. 
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Suppose  that  a  certain  quantity  of  gas  la  produced  aud 
sold  at  a  certain  price,  and  tliat  the  residuum  of  coke  is 
oflFered  at  a  jiricc  wlucli,  togetlier  with  that  of  the  gas,  re- 
pays the  expeuses  witli  the  ordinary  rate  of  profit.  Sup- 
pose, too,  tliat  at  the  price  put  upon  the  gas  and  poke  re- 
spectively, the  whole  of  the  gas  iinils  an  easy  market, 
without  cither  fturjiliis  or  deticienc}',  but  that  purchasers 
cannot  be  found  for  all  the  coke  coiTesponding  to  it.  The 
coke  will  be  offered  at  a  lower  price  in  order  to  force  a 
mtirkut.  But  tliis  lower  price,  together  witli  the  price  of  the 
gas,  will  not  be  remunerating :  the  manufacture,  as  a  whole, 
will  not  i>ay  its  exjieuses  with  the  ordinar}'  profit,  and  will 
not,  on  these  terras,  continue  to  be  carried  on.  Tlie  gas, 
therefore,  must  be  sold  at  a  higher  price,  to  make  up  for  the 
deficiency  on  the  coke.  The  demand  conse<r)_nently  contract- 
ing, the  productiou  will  be  somewhat  reduced ;  and  pnces 
will  become  stationary  when,  by  the  joint  effect  of  the  rise 
of  gas  and  the  fall  of  coke,  so  much  less  of  the  firet  is  sold, 
and  BO  nuich  more  of  the  second,  tliat  there  is  now  a  market 
for  all  the  coke  which  results  from  the  existing  extent  of  the 
gas  manufacture. 

Or  suppose  the  reverse  case  ;  that  more  coke  is  wanted 
at  the  jtresent  prices,  than  can  be  supplied  by  tlie  operations 
required  by  the  existing  demand  for  gas.  Coke,  being  now 
in  deficiency,  will  rise  in  price.  The  whole  operation  will 
yield  more  than  the  nsual  rate  of  pi-ofit,  and  additional  cap- 
ital will  he  attracted  to  the  manufacfture.  The  unsatisfied 
demand  for  coke  will  be  supplied  ;  but  this  cannot  l»e  done 
witliout  increasing  the  supply  of  gas  too  :  and  as  the  exist- 
ing demand  was  fully  supplied  already,  an  increased  quan- 
tity can  only  find  a  market  by  lowering  the  price.  The 
result  will  be  that  the  two  togctlier  will  yield  the  retuni 
required  by  tlieir  joint  coet  of  production,  but  that  more  of 
this  return  than  before  will  be  furnished  by  the  coke,  and 
less  by  the  gas.  Equilibrium  will  be  attained  when  the  de- 
mand for  each  article  fits  so  well  with  the  demand  for  the 
other,  that  the  quantity  required  of  each  is  exactly'  as  mucli 
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as  is  generated  in  producing  tlie  quantity  requircd  of  tlio 
other,  U  there  is  any  surplus  or  deficiency  on  either  side  ; 
if  tliere  is  a  demand  for  coke,  and  not  a  dematid  for  all  the 
gas  produced  along  with  it,  or  vice  veraii  y  the  values  and 
prices  of  the  two  things  will  so  readjust  themselves  that 
both  sliall  find  a  umrket. 

When,  therefore,  two  or  more  commodities  have  a  joint 
cost  of  production,  their  natural  values  relatively  to  eacli 
other  are  those  which  will  create  a  demand  for  each,  in  the 
ratio  of  the  quantities  in  which  they  arc  sctit  forth  by  the 
productive  process.  This  tlieorcrn  is  not  in  itself  of  any 
great  importance  :  but  the  illustration  it  affords  of  the  law 
of  demand,  and  of  the  mode  in  which,  when  cost  of  produc- 
tion fails  to  be  applicable,  the  other  principle  steps  in  to 
supply  the  vac;ancy,  is  wortliy  of  particular  attentiou,  as  we 
shall  find  in  the  next  chapter  but  one  that  something  very 
similar  takes  place  in  cases  of  much  greater  moment. 

§  2.  Another  case  of  value  which  merits  attention,  is 
tliat  of  the  different  kinds  of  agricultural  produce.  This  is 
i-ather  a  more  complex  question  than  the  last,  and  requires 
that  attention  sliouM  be  paid  to  a  greater  number  of  in- 
fluencing cireumstanees. 

The  case  would  present  nothing  peculiar,  if  different 
agricultural  products  wore  either  grown  indiscriminately 
and  with  equal  advantage  on  the  same  soils,  or  wholly  on 
different  soils.  Tlie  dilficulty  arises  from  two  things  :  first, 
that  most  soils  are  fitter  ftir  one  kind  of  produce  than  an- 
other, without  boing  absolutL-ly  ui\lit  tor  any  ;  and  secondly, 
the  rotation  of  crops. 

For  simplicity,  we  will  confine  our  supposition  to  two 
kinds  of  agricultural  ])roduce ;  for  instance,  wheat  and  oats. 
If  all  suUi;  were  equaUy  adapted  for  wheat  and  for  oats,  both 
would  be  grown  indiscriminately  on  all  soils,  and  their  rela- 
tive cost  of  production,  l)eirig  the  same  everywhere,  would 
govern  their  relative  vahie.  If  the  same  labour  which 
grows  three  guarlere  of  wJieat  on  any  given  aoW,  wovX^  a\. 


124 


BOOK   III.      CHAPTER   XVI.      §2. 


ways  grow  on  that  soil  five  quarters  of  oats,  the  three  and 
the  five  quarters  would  be  of  tlic  same  value.  If,  again, 
-wheat  and  oats  could  not  be  grown  on  the  same  soil  at  all, 
the  value  of  each  would  be  detenniued  by  ite  peculiar  cost 
of  production  on  the  leaet  favourable  of  the  soils  adapted  for 
it  which  the  existing  demand  required  a  recourse  to.  Tlic 
fact,  however,  is  that  both  wheat  and  oats  can  be  grown  on 
ahnost  any  soil  whicli  is  capable  of  producing  either  :  but 
some  soils,  such  as  the  stiff  clays,  are  better  adapted  for 
wheat,  while  others  (the  U^dit  sandy  soils)  are  more  suitable 
for  oats.  There  might  be  some  soils  which  would  yield,  to 
the  same  quantity  of  labour,  only  fuur  quarters  of  oate  to 
three  of  wheat ;  utlicre  pcrliaps  less  than  three  of  wheat  to 
five  quarters  of  oats.  Among  these  dixersities,  what  deter- 
mines the  relative  value  of  the  two  things  1 

It  is  evident  that  each  grain  will  be  cultivated  iu  pref- 
erence, on  the  soils  which  arc  better  adapted  for  it  thati  for 
the  otlier;  aiid  if  the  demand  Is  supplied  from  these  alone, 
the  values  of  the  two  grains  wiU  have  no  reference  to  one 
another.  But  when  the  demand  fur  both  is  such  a6  to  re- 
quire that  each  should  be  grown  not  only  on  the  soils  pecu- 
liarly fitted  for  it,  hut  on  the  medium  soils  which,  without 
being  specifically  adapted  to  either,  are  about  equally  suited 
for  both,  the  cost  of  production  on  those  medium  soils  will 
determine  the  relative  value  of  the  two  grains ;  while  the 
rent  of  the  soils  sjjecitically  adapted  to  each,  will  be  regu- 
lated by  their  productive  power,  considered  with  reference 
to  that  one  alone  to  which  they  are  peculiarly  applicable. 
Thus  far  the  question  presents  no  difiiculty,  to  any  one  to 
whom  the  general  principles  of  value  are  familiar. 

It  may  happen,  however,  that  the  demand  for  one  of  the 
two,  as  for  example  wheat,  may  so  outstrip  the  demand  for 
the  other,  as  not  only  to  occupy  the  soils  specially  suited  for 
wheat,  but  to  engross  entirely  those  equally  suitable  to  both, 
and  even  encroach  upon  those  which  are  better  adapted  to 
oats.  To  create  an  inducement  for  this  unequal  apportion^ 
jnent  of  the  cultivation,  wheat  muBt  be  relatively  dearer, 
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and  oats  cheaper,  tlian  according  to  the  coBt  of  their  produc- 
tion on  the  medium  laud.  Their  relative  value  must  be  in 
proportion  to  the  cost  on  that  quality  of  land*  •whatever  it 
juay  be,  on  which  tlje  coinpurativc  demand  foi-  the  two 
•^raim;  requires  that  both  of  them  should  be  grown.  If, 
from  the  state  of  the  deiiuind,  the  two  cultivations  meet  on 
land  more  favourable  to  one  than  to  the  other,  that  one  will 
be  cheaper  and  the  other  dearer,  in  relation  to  ea(;h  other 
and  to  things  in  general,  than  if  the  proportional  demand 
■were  ae  we  at  first  supposed. 

Here,  then,  we  obtain  a  freeh  illustration,  in  a  somewhat 
different  manner,  of  the  operation  of  demand,  not  as  an 
occasional  dlsturlier  of  value,  but  as  a  permanent  regulator 
of  it,  conjoined  with,  or  supplementary  to,  cost  of  pro- 
duction. 

The  case  of  rotation  of  crops  does  not  require  separate 
analysis,  being  a  case  of  joint  cost  of  production,  like  that 
of  ga.H  Hud  coke.  If  it  were  the  practice  to  grow  white  and 
green  crops  on  all  lands  in  alternate  years,  the  one  being 
necessary  as  much  for  the  sake  of  the  other  as  for  its  own 
sake;  tlie  farmer  would  derive  his  remtmeration  for  two 
years*  expenses  trom  one  white  and  one  green  crop,  and  the 
prices  of  the  two  would  so  adjust  themselves  as  to  create  a 
demand  which  would  carry  off  an  equal  breadth  of  wliite 
and  of  green  cro]>8. 

There  would  be  little  dilSculty  in  finding  other  anoma- 
lous cases  of  value,  which  it  might  be  a  useful  exercise  to  re- 
solve :  but  it  is  ocitlier  desirable  nor  possible,  in  a  work  like 
the  present,  to  enter  more  into  details  than  is  necessary  for 
the  elucidation  of  pi'inoiples.  I  now  therefore  proceed  to  the 
ordy  part  of  the  general  theory  of  exchange  which  has  not 
yet  been  touched  niton,  that  of  Inteniational  Exchanges,  or 
to  speak  more  generally,  exchanges  between  distant  places. 


CHAPTER  XVH 
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I  1.  TfiE  cfloscfi  vhicb  occa&ion  a  commoditr  to  be 
brought  from  a  (listaace,  instead  of  being  produced^  as  con- 
venit^ncc  wonld  eecm  to  dictate,  as  near  as  possible  to  the 
mttfket  where  it  ia  to  be  sold  for  consumption,  are  neoally 
conceived  in  a  rather  superficial  manner.  Some  things  it  is 
phypically  impoflsilile  to  produce,  except  in  particnlar  cir- 
cumatances  of  heat,  soil,  water,  or  atino5|:)]iere.  But  there 
arc  many  things  whit^b,  though  they  could  be  produced  at 
home  withont  difficulty,  and  in  any  quantity,  are  yet  im- 
ported fronj  a  diatince.  Tlie  explanation  which  would  be 
|N)]>ularly  given  of  this  would  be,  that  it  is  cheaper  to  im- 
|M»rf  than  to  produce  them  :  and  this  is  the  true  reason. 
iltit  tliirt  rcahiMi  itself  rcijuires  that  a  reason  be  given  for  it. 
Of  two  tidnga  produced  in  the  same  place,  if  one  is  cheaper 
(hail  the  other,  the  reason  is  that  it  can  be  produced  with 
lefth  luhonr  anti  capital,  or,  in  a  word,  at  less  cost.  Is  this 
abio  the  reason  as  iMjtween  things  produced  in  different 
places  ?  Are  tliingrt  never  imported  but  from  places  where 
tliey  can  he  produced  with  le&s  lahour  (or  less  of  the  other 
elumont  of  cost,  time)  than  in  the  place  to  which  they  are 
hrimght  ?  Hoes  the  law,  that  |>erniHnerit  value  is  projior- 
tioned  to  cortt  of  production,  hold  good  between  commodities 
produced  in  distant  places,  as  it  does  between  those  pro- 
duced in  iidjm'cnt  plnct'M  ? 

We  shall  tind  that  it  does  not.     A  thing  may  sometimes 
he  sold  chea)test,  by  being  produced  in  some  other  place 
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than  that  at  which  it  can  be  produced  with  the  smalloet 
amomit  of  labour  and  abstinence.  England  might  imi»ort 
corn  fnun  Poland  and  pay  for  it  in  cloth,  even  though  Eug- 
hind  had  a  decided  advantage  over  Poland  in  the  prmluc- 
tion  of  both  the  oue  and  the  other.  England  might  ^nd  cot- 
tons to  Portugal  in  exchange  for  wine,  although  Portugal 
miglit  be  able  to  protluce  cottons  witli  a  le&s  amount  of 
labour  and  capital  than  England  could. 

This  could  not  ha|ti»en  between  adjacent  places.  If 
the  north  bank  of  the  Thames  possessed  an  advantage  over 
the  south  bank  in  the  production  of  shoes,  no  shoes  would 
be  priMluced  on  tlie  south  sitle ;  the  shoemakers  would  re- 
move themselves  and  their  capitals  to  the  north  bank,  or 
wotild  have  established  tliemsclvL-s  there  originally ;  for, 
being  competitors  in  the  same  market  with  those  on  the 
north  side,  they  eould  not  com|icn&ato  themselves  for  their 
disadvantage  at  the  expense  of  the  consumer:  the  amount 
of  it  would  fall  entirely  ou  their  profits  ;  and  they  would 
not  long  content  themselves  with  a  smaller  profit,  when,  by 
simply  crossing  a  river,  they  could  increase  it.  But  between 
distant  places,  and  especially  between  different  countries, 
profits  may  continue  different ;  because  persons  do  nut  usu- 
ally remove  themselves  or  their  c-apilals  to  a  distant  place, 
without  a  very  strong  motive.  If  capital  removed  to  remote 
parts  of  the  world  as  reailily,  and  for  as  small  an  in<luee- 
meut,  as  it  moves  to  another  quarter  of  the  same  town  ;  if 
people  would  transport  tlieir  manufactories  to  America  or 
China  whenever  they  could  snve  a  small  percentage  in  their 
expenses  by  it ;  profits  would  Ijc  alike  (or  equivalent)  all  over 
the  world,  and  all  things  would  be  produced  in  the  places 
where  the  same  labour  and  capital  wouUl  produce  ihem  in 
greatest  quantity  and  of  best  quality,  A  tendcnc}"  may, 
even  now,  bu  obscrvwl  towards  such  a  state  of  things;  capi- 
tal is  becoming  more  and  more  cosmopolitan ;  there  is  so 
much  greater  similarity  of  manners  and  institntions  than 
formerly,  and  so  much  less  alienation  of  feeling,  among  the 
more  civilized  countries,  tliat  both  popvilation  ai;^  cav\\l" 
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now  move  from  one  of  tliose  countries  to  another  on  much 
less  temptation  than  heretofore.  But  there  arc  still  extra- 
ordinary liitfereiices,  both  of  wages  and  of  pi-otits,  between 
different  pai'ts  of  the  world,  it  needs  but  a  small  motive  to 
transplant  capital,  or  evun  persons,  from  Warwickshire  to 
Vorkftliire ;  but  a  much  greater  to  make  them  remove  to 
Luiia,  the  colonies,  or  Ireland.  To  France,  Gennany,  or 
Switzerland,  capital  moves  perhaps  almost  as  readily  aa  to 
tlie  coloniea ;  the  dlflerences  of  language  and  govcrninent 
being  scarcely  so  great  a  hindrance  aa  climate  and  distance. 
To  countries  still  barbarous,  or,  like  Russia  or  Turkey,  only 
beginning  to  be  civilized,  capital  will  not  migratOj  unless 
under  the  inducement  of  a  very  great  extra  profit. 

Between  all  distant  places  therefore  in  some  degree,  but 
especially  between  different  countries  (whetlier  under  the 
same  supreme  government  or  not,)  there  may  exist  great  in- 
equalities in  the  return  to  labour  and  capital,  without  caus- 
ing them  to  move  from  one  place  to  the  other  in  such  quan- 
tity as  to  level  those  inequalities.  Tlie  capital  belonging  to 
a  country  will,  to  a  great  extent,  remain  in  the  eountrj', 
even  if  there  be  no  mode  of  employing  it  in  which  it  would 
not  be  more  productive  elsewhere.  \et  even  a  country 
thus  circumstanced  might,  and  probably  would,  carry  on 
trade  with  other  countries.  It  would  export  ailicles  of 
some  sort,  e-\' on  to  places  which  could  make  them  with  less 
labour  than  itself;  because  those  couutries,  supposing  them 
to  have  an  advantage  over  it  in  all  productions,  would  have 
a  greater  advantage  in  some  tliiugs  than  in  others,  and 
would  find  it  their  interest  to  import  the  articles  in  which 
their  advantage  was  smallest,  that  they  might  employ  nujre 
of  their  labour  and  capital  on  those  in  which  it  was 
greatest. 


§  2.     As  I  have  said  elsewhere*  after   Ricardo   (the 
thinker  who  has  done  most  towards  clearing  up  this  sub- 
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ject)*  "it  is  not  a  difference  in  the  ahac^ute  cost  of  produc- 
tion, vrliich  determines  the  interchange,  but  a  difference  in 
the  comparative  co&t.  It  may  be  to  our  adrantage  to  ]»ro- 
enre  iron  from  Sweden  in  exchange  for  cottons,  even  although 
the  mines  of  England  as  well  as  her  manufactories  should 
be  more  productive  than  those  of  Sweden  ;  for  if  we  have 
an  advantage  of  one-half  in  cottons,  and  only  an  advantage 
of  a  quarter  in  iron,  and  could  sell  our  cottons  to  Sweden  at 
the  price  which  Swe<len  must  pay  for  tiiem  if  she  produced 
them  Uerficlf,  we  should  obtain  our  iron  with  an  adrantage 
of  one-half,  as  well  as  our  cottons.  We  may  often,  by  trad- 
ing with  foreigners,  obtam  their  commodities  at  a  smaller 
expense  of  labour  and  capital  tlian  they  cost  to  the  foreign- 
era  themselves.  The  bargain  is  still  advantageous  to  the 
foreigner,  because  the  commodity  which  he  receives  in  ex- 
change, thougli  it  has  cost  us  less,  would  have  cost  him 
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more. 

To  illustrate  the  cases  in  which  interchange  of  commod- 
ities will  not,  and  those  in  which  it  will,  take  ph-ice  between 
two  countries,  Mr.  Mill,  in  his  Elements  of  Political  Econ- 
otny,t  makes  the  supposition,  that  Poland  has  an  advantage 
over  England  in  the  ]>roduelion  both  of  cloth  and  of  com. 
He  first  supposes  the  advantage  to  be  of  equal  amount  in 
both  commodities ;  the  cloth  and  the  com,  each  of  which 
required  100  days  labour  in  Poland,  requiring  each  150 
days  labour  in  England.  ''  It  would  follow,  that  the  cloth 
of  150  days  labour  in  England,  if  sent  to  Poland,  would  be 
equal  to  the  cloth  of  100  days  labour  in  Poland  ;  if  ex- 
changed for  com,  therefore,  it  would  exchange  for  the  com 
of  only  100  days  laliour.  But  the  com  of  100  days  labour 
in  Poland,  was  supposed  to  be  the  same  quantity  with  that 

•  I  at  one  time  bplicvcd  Mr.  Ricardo  to  have  boen  the  sole  author  of  the 
doctrine  now  umversally  reoi^ivt'd  by  poHt'ieaJ  econo'tiolstg,  on  the  iinitirG  and 
meuurc  of  the  benefit  which  a  country  derives  fi-gm  foreign  trade.  But  Colonel 
Torreos,  hy  the  republication  of  «nc  of  his  liarly  wiritings,  "  The  Economists 
Refuted,"  luia  pslahlished  ni  least  a  joint  claim  with  Mr.  Ricardo  to  the  oi-lgina- 
tion  of  the  doctrine,  and  uu  exclusive  one  to  \U  earliest  pubUoaLiQu. 
f  Third  ed.  p.  IStt 
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of  150  days  labour  in  England.  With  160  days  labour  in 
cloth,  tlierefore,  England  would  only  get  as  much  com  in 
Poland  as  she  could  raise  with  150  days  labour  at  home ; 
and  she  would,  in  importing  it,  have  the  cost  of  carriage 
besides.  In  these  circunifitunces  no  exchange  would  take 
place."  In  thia  case  the  comparative  costs  ot"  the  two  arti- 
cles in  England  and  ia  Poland  were  supposed  to  be  the  same, 
though  the  absolute  costs  were  diflerent ;  on  which  supposi- 
tion we  see  tliat  there  would  be  no  labour  saved  to  either 
country  by  confining  its  industry  to  one  of  the  two  produc- 
tions, and  imjwrting  the  other. 

It  is  otiicrwise  when  the  comparative,  and  not  merely 
the  absolute  costs  of  tlie  two  aiticles  are  difioreut  iu  the  two 
countries.  '*  If/'  continues  the  same  author,  *'  while  the 
cloth  produced  with  lO^J  days  labour  in  Poland  was  pro- 
duced with  150  days  labour  in  England,  the  corn  which 
was  produced  iu  Poland  with  100  days  labour  could  not  be 
produced  in  England  with  less  than  200  days  labour ;  au 
adequate  motive  to  exchange  would  immediately  arise. 
With  a  quantity  of  cloth  which  England  produced  with  150 
days  labour,  she  would  be  able  to  purchase  as  much  corn  in 
Poland  as  was  there  produced  witli  100  days  labour;  bat 
the  quantity  which  was  tbere  produced  with  100  days  la- 
bour, would  bo  as  great  aa  the  quantity  produced  iu  Eng- 
land with  200  days  labour."  By  importing  corn,  therefore, 
f]'om  Pttliuid,  and  paying  for  it  with  cloth,  England  would 
obtain  for  150  days  labour  what  would  othei-x^'ifie  cost  Iier 
200;  being  a  saving  of  50  days  labour  on  each  repetition 
of  the  transaction  :  and  not  merely  a  saving  to  England,  but 
a  saving  absolutely  ;  for  it  is  not  ohtainetl  at  the  ex]»ejise  of 
Poland,  who,  witli  corn  that  coats  her  100  days  labour,  has 
j>urc]msed  cloth  which,  if  produced  at  home,  woiild  have 
cost  her  tlie  same.  Poland,  therefore,  on  this  supposition, 
loses  nothitig;  but  also  she  derives  no  advantage  from  the 
trade,  the  imported  cloth  costing  her  as  much  as  if  it  were 
made  at  home.  To  enable  Poland  to  gain  anything  by  the 
interchange^  something  must  be  abated  from  the  gain  of 
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England :  the  com  produced  in  Polmid  by  100  days  laboiii\ 
mu3t  be  ablti  to  purc'liui»e  from  England  more  cloth  tlian 
Polund  could  protluce  by  that  anionnt  of  laliour ;  inure 
dieretore  than  England  could  produce  by  150  days  labour, 
England  thus  obtaining  the  corn  which  would  have  cost  her 
300  days,  at  a  cost  exceeding  150,  though  short  of  200. 
England  therefore  uo  longer  giiiuti  the  whole  of  the  labour 
which  is  saved  to  tlie  two  jointly  by  tnuiing  with  one 
another. 


§  3.  From  this  exjwGition  we  perceive  in  what  consists 
the  benerit  of  international  exchange,  or,  in  other  worda, 
foreign  commerce.  Setting  asid^;  its  enabling  countries  to 
obtain  commodities  which  they  eould  not  themselves  pro- 
duce at  all ;  its  advantage  coiisifits  in  a  more  ethcient  em- 
ployment of  the  productive  forces  of  tlie  world.  If  two 
countries  whicli  traded  together  attempted,  as  far  as  waa 
physically  possible,  to  produce  for  theniscives  what  they 
now  import  from  one  another,  the  lal)Our  and  capital  of  the 
two  countries  would  not  be  bo  prodtictive,  the  two  together 
would  not  obtain  from  their  imhistry  so  great  a  quantity  of 
commodities,  as  when  each  employs  itself  in  jtroducing, 
both  for  itself  and  for  the  otlivr,  the  lliiiigsi  in  which  its  la- 
bour la  relatively  ntost  elGcient.  The  atlditiou  tlms  made 
to  the  produce  of  the  two  coraliined,  constitutes  the  advan- 
tage ot*  the  trade.  It  is  possible  that  one  of  the  two  coiin- 
triea  mAj  be  altogether  inferior  to  the  other  in  productive 
capacities,  and  that  its  labour  and  cajjital  could  he  emjjloyed 
to  greatest  advantage  by  being  removed  bodily  to  the  other. 
Tlie  labour  and  eai>ital  which  liave  been  sunk  in  rendering 
Holland  liabitable,  would  have  produced  a  much  greater 
return  if  trausi>ortcd  to  America  or  Ireland.  Tlie  produce 
of  the  whole  world  would  be  greater,  or  the  labour  less,  than 
it  is,  if  everything  were  produce*!  where  there  is  the  gren^ 
est  absolute  facility  for  its  production.  But  natiotie  tlo  not, 
at  least  in  modern  times,  emigrate  tin  masse ;  and  while  the 
labour  and  capital  of  a  conutty  remain  in  the  tovmlv^' ,  V\\t^ 


are  most  beneficially  employed  in  producing  for  foreisin 
markets  as  well  as  for  its  own,  the  things  in  which  it  lies 
under  the  least  disadvantage,  if  there  be  none  in  which  it 
poseesiies  an  advantage. 

§  4.  Before  proceeding  further,  let  us  contrast  tiiis  view 
of  the  benefits  of  international  eomtneree  with  other  theories 
which  have  prevailed,  and  which  to  a  certain  extent  still 
prevail,  on  the  same  suhject. 

Acc*.>i"ding  to  the  doctrine  now  stated,  the  only  direct 
advantage  of  foreign  commerce  consists  in  the  imports.  A 
country  obtains  things  which  it  either  could  not  have  pro- 
duced at  all,  or  wbicli  it  must  have  prudut^ed  at  a  greater 
expense  of  capital  and  labour  than  the  cost  of  the  tilings 
which  it  exports  to  pay  for  them.  It  thus  obtains  a  more 
ample  supply  of  the  commodities  it  wants,  for  tl-e  same  la- 
bour and  capital ;  or  the  same  supply,  lor  loss  labour  and 
capital,  leaving  the  siu-plus  disposable  to  produce  other 
things.  The  vulgar  theory  disregards  this  benefit  and 
deems  the  advantage  of  commerce  to  reside  in  the  esports  : 
aa  if  not  what  a  country  obtains,  but  what  it  parts  with,  by 
its  foreign  trade,  was  supposed  to  constitute  the  gain  to  it. 
An  extended  market  for  its  produce — an  abundant  consump- 
tion for  its  goods — a  vent  for  its  surplus — are  the  phrases 
by  whicli  it  has  been  customary  to  designate  the  uses  and 
recommendations  of  commerce  with  forcitcn  countries.  Tliis 
notion  is  intelligible,  when  we  consider  that  the  authors  and 
leaders  of  ojunion  on  mercantile  questions  have  always  hith- 
erto been  the  selling  class.  It  U  in  truth  a  surviving  relic 
of  the  Mercantile  Theory,  according  to  which,  money  being 
the  only  wealth,  selling,  or  in  other  words,  exchanging 
goods  tor  money  was  (to  coimtrics  without  mines  of  their 
own)  the  only  way  of  growing  rich — and  importation  of 
goods,  that  is  to  say,  parting  with  money,  was  so  much  sub- 
tracted from  the  benefit. 

The  notion  that  money  alone  is  wealth,  has  been  long 
defunotj  but  it  has  If  ft  many  of  ite  progeny  behind  it ;  and 
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even  its  destroyer  Adam  Smith,  retained  some  opinious 
which  it  is  impossible  to  trace  to  auy  other  origin.  Ad&m 
Smith's  theory  of  the  benetit  of  fureigu  trade,  was  tliat  it 
ati'orded  an  outlet  for  the  &urphi6  produce  uf  a  country,  and 
enabled  a  portion  of  the  capital  of  the  eountry  to  replace  it- 
self with  a  profit.  Tlieae  oxpresiiions  suggest  ideas  inoon- 
si&tent  with  a  clear  conception  of  the  phenom^jua.  Tlie  ex- 
pression, surplus  produce,  seems  to  imply  that  a  country  is 
under  some  kind  of  necessity  of  producinj^  the  corn  or  cloth 
which  it  exports;  60  that  the  portion  which  it  does  not 
itself  consume,  if  not  wanted  and  consumed  elsewhere, 
would  either  be  produced  in  ghetr  waste,  i>r  if  it  were  not 
produced,  the  corresponding  portion  of  capital  would  reinaiu 
idle,  and  the  mass  of  productions  in  the  country  wonld  be 
diminished  by  so  much.  Either  of  thei^e  9iip|x>sitions  would 
be  entirely  erroneous.  The  country  produces  an  exportable 
article  in  excess  of  its  own  wante,  from  no  inherent  noccs- 
eity,  but  as  the  cheapest  mode  of  supplying  itself  with  other 
things.  If  prevented  from  exporting  this  aurpliis,  it  would 
cease  to  produce  it,  and  would  no  longer  im]>ort  anything, 
being  unable  to  give  an  equivalent ;  but  the  labour  atid 
capital  which  had  been  em])Ioycd  in  producing  with  a 
view  to  expoiliition,  would  find  einj)loymtint  in  producing 
those  desirable  objects  wliich  were  previously  brouglit  from 
abroad  :  or,  if  some  of  tlieni  could  not  he  produced,  in  pro- 
ducing substitutes  for  them.  These  articles  would  of  course 
bo  produced  at  a  greater  cost  than  that  of  the  things  with 
whi(di  they  had  ]>rGvi(»ualy  Iveen  purchased  from  foreign 
countries.  But  the  valno  and  ])rice  of  tlie  articles  would 
rise  in  proportion;  and  the  capital  would  just  as  much  be 
replaced,  with  the  ordinary  profit,  from  the  returns,  as  it 
was  when  employed  in  producing  for  the  foreign  market. 
The  only  loscre  (after  the  temporary  inconvenience  of  the 
change)  would  be  the  consumers  of  the  heretofore  imported 
articles;  who  would  be  obliged  cither  to  do  without  them, 
consuming  in  lieu  of  them  something  which  they  did  not 
like  hs  well,  or  to  pay  a  JkVJicj-  price  for  thetw  t\\a\\  \i<i?<it(i. 
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Tliere  is  much  mi&coneei>tion  in  the  common  notion  of 
wtiat  commerce  doee  for  a  conntry.  Wlien  conimerct;  is 
gpoken  of  as  a  Bource  of  national  wealtli,  the  imagination 
fixes  itself  upon  tlie  large  fortunes  acquired  bj  merchants, 
ratlRT  tlian  upon  the  saving  of  price  to  eonaumcrB.  Bnt 
the  gains  of  merchants,  wlien  they  enjoy  no  exclusive  privi- 
lege, are  no  greater  than  the  profits  obtained  by  tlie  em- 
ployment of  capital  in  the  country  itself.  If  it  be  said  that 
tJie  capital  now  employed  in  foreign  trade  conld  not  find 
employment  in  supplying  the  homo  market,  I  might  reply, 
that  this  is  the  fallacy  of  general  over-production,  discussed 
in  a  former  chapter;  bnt  the  thing  is  in  this  particular  case 
too  evident,  to  require  an  appeal  to  any  general  tlieory. 
We  not  only  ece  that  the  capital  of  the  merchant  would  find 
employment,  but  we  see  what  employment.  Tliere  would 
be  employment  created,  equal  to  that  which  would  he  taken 
away.  Exportation  ceasiug,  importation  to  an  ctjual  value 
would  cease  fel&o,  and  all  that  part  of  the  income  of  the 
conntrj'  which  had  been  expemlod  in  imported  commodities, 
wouUl  be  ready  to  expend  itself  on  the  same  things  pro- 
duced at  home,  or  on  others  instead  of  them.  Commerce  is 
virtually  a  mode  of  cheapening  production  ;  and  in  all  such 
casus  the  <w>nfiunier  is  the  ]>ersoii  ultimately  benefited  ;  the 
dealer,  in  the  end,  is  sure  to  get  his  profit,  whether  the 
bwycv  obtains  much  or  little  for  his  money.  This  iR  said 
without  i»reju(.hce  to  the  effet-t  (already  touched  upon,  and 
to  be  hereafter  fully  discussed)  which  the  cheapening  of  com- 
modities may  have  m  raising  profits ;  in  the  case  when  the 
commodity  (;hea]>ened,  being  one  of  thopc  consumed  by  la- 
bourers, enters  into  the  cost  of  laboui*,  by  which  the  rate  of 
profits  ie  determined. 


§  6.     Such,  then,  is  the  direct  economicftl  advantage  of 

foreign  trade.    But  there  are,  besides,  indirect  eftects,  which 

must  be  counted  as  benetits  of  a  high  order.     One  is,  the 

tendency  of  every  extension  of  the  market  to  imjU'ovc  the 

jiroeessee  of  production.     A  country  which  produces  for 
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a  larger  market  than  its  own,  can  introduce  a  more  extended 
divisiou  of  labour,  can  make  greater  use  of  luaelnner^,  and 
is  more  likely  to  make  inrenrions  and  improvements  in  the 
processes  of  production.  Whatever  causes  a  greater  quan- 
titjr  of  anything  to  be  produced  in  the  same  place,  tends  to 
the  general  increase  of  the  productive  iK>wer5of  the  world."* 
There  is  another  consideration,  principally  applicable  to  an 
early  stage  of  induetrial  advancement.     A  people  may  be 

I  in  a  qniescent,  indolent,  uncultivated  state,  with  all  their 
tastes  either  ftilly  satisfied  or  entirely  undeveloped,  and  they 
may  fail  to  put  forth  the  wliole  of  tlicir  productive  energies 
for  want  of  any  sufficient  object  of  desire.  The  opening  of 
a  foreign  trade,  by  making  tbein  acquainted  with  new  ob- 
jects, or  tempting  them  by  the  easier  acquisition  of  things 
■  wliicli  they  had  not  previously  thought  attainable,  some- 
times worlcs  a  sort  of  industrial  revolution  in  a  country 
whose  resonrces  were  previously  undeveloped  for  M'unt  of 
P  energy  and  ambition  in  the  people:  inducing  those  who 
were  satisfied  with  scanty  comforts  and  little  work,  to  work 

I  harder  tor  the  gratification  of  their  new  tastes,  and  even  to 
save,  and  accumulate  capital,  for  the  still  more  complete 
satisfaction  of  those  tastes  at  a  future  time. 
But  the  economical  advantages  of  commerce  are  sur- 
passed in  importance  by  those  of  its  effecrs  which  are  intel- 
lectual and  moral.  It  is  hardly  possible  to  overrate  the 
value,  in  the  present  low  state  of  human  improvement,  of 
placing  human  beings  in  contact  with  persons  dissimilar  to 
m  themselves,  and  M'ith  modes  of  thought  and  action  unlike 
'  tliose  with  which  they  are  familiar.  Commerce  is  now, 
what  war  once  was,  the  principal  source  of  this  contact. 
Commercial  adventurers  from  more  advanced  countries 
have  generally  been  the  first  civUizers  of  barbarians.  And 
Commerce  is  the  purpose  of  the  far  gi'eater  part  of  the  com- 
mnnication  which  takes  place  between  civilized  nations. 
Such  communication  has  always  been,  and  is  peculiarly 
in  the  present  age,  one  of  the  primary  sources  of  progcesife. 

•  Vide  supra,  book  i.  chap.  ix.  g  1. 
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To  liuman  beings,  who,  as  hitherto  educated,  can  scarcely 
cultivate  even  a  good  ([uaiity  without  running  it  into  a 
fault,  it  is  indispensable  tu  be  perpetually  comparing  their 
own  niitiourt  and  customs  with  the  experience  and  exauipto 
of  persons  in  different  circumstances  Irom  themselves  :  and 
there  is  no  nation  which  does  not  need  to  borrow  from 
othei'8,  not  merely  particular  arts  or  practicoe,  but  essential 
points  of  chaiacter  in  whicli  it*  own  type  is  inferior.  Final- 
ly, commerce  first  taught  nations  to  see  with  good  will  the 
wealth  and  pru^perity  of  one  another.  Before,  the  patriot^ 
unless  sufficiently  advanced  iti  culture  to  feel  the  world  his 
conntry,  wislied  all  countries  weak,  pool-,  and  ill-governed, 
bnt  Ids  own :  he  now  sees  in  their  wealth  and  progress  a 
direct  source  of  wealth  and  progress  to  his  own  country. 
It  is  conmierce  which  is  rapidly  rendering  war  obaoletu,  by 
strengthening  and  multiplying  the  ]>ersonal  interests  whicli 
are  in  natural  opposition  to  it.  And  it  may  be  said  without 
exaggeration  that  the  great  extent  and  rapid  increase  of  in- 
ternational trade,  in  being  the  principal  guarantee  of  the 
peace  of  the  world,  is  the  great  permanent  security  for  the 
uninterrupted  progress  of  the  ideas,  the  institutions,  and  the 
character  of  the  human  race. 


CHAPTER   XA^n. 


OF  INTERNATIOXAL   VALUES. 


§  1,  The  values  of  commodities  produced  at  the  samo 
place,  or  in  places  sufficiently  adjacent  for  cajjital  to  move 
freely  between  tlicm — li^t  ns  say,  tor  siniplieity,  of  eommod- 
Ities  produced  iii  the  same  country — ik'pend  (teniporary 
fluctuations  apart)  upon  their  cost  of  production.  But  the 
value  of  a  commodity  brought  from  a  distant  place,  <»spcci- 
ally  from  a  foreign  country,  docs  not  depend  on  its  cost  of 
production  in  the  place  from  whence  it  eomep.  On  what, 
then,  does  it  depend  ?  Tlie  valne  of  a  thing  in  any  plaoe^ 
depends  on  the  cost  of  its  acquisition  in  that  place  ;  which. 
in  the  case  of  an  imported  article,  means  the  coet  of  produc- 
tion of  the  thing  which  is  exported  to  pay  for  it. 

Since  all  trade  is  in  reality  barter,  money  being  a  mere 
instrument  for  exchanging  things  against  one  another,  wo 
will,  for  simplicity,  begin  by  supposing  the  international 
trade  to  be  in  foiin,  what  it  always  is  in  reality,  an  aetual 
trucliing  of  one  commodity  ag:aintft  another.  As  far  as  wo 
have  hitherto  procjeeded,  we  have  found  all  the  laws  of  in- 
terchange to  he  essentially  the  same,  whether  money  is  used 
or  not ;  money  never  governing,  but  always  obeying,  those 
general  laws. 

If,  tlien,  England  imports  wine  from  Spain,  giving  for 
every  pipe  of  wine  a  bale  of  cloth,  the  exchange  value  of  a 
pipe  of  wine  in  England  will  not  depend  upon  what  tlie 
production  of  tho  wine  may  have  cost  in  Spain,  but  npon 
what  the  production  of  the  cloth  has  cost  iu   Eu^la.wl. 


Though  the  wiiie  may  have  cost  in  Spain  the  equivalent  of 
only  ten  days  labour,  yet,  it'  the  clotli  cost«  iu  England 
twenty  days  labour,  tlie  M-ine,  when  brotight  to  England, 
will  exchange  for  the  protlnee  of  twenty  days  English  la- 
bour, plus  the  cost  of  carriage ;  includijig  the  nsual  prolit 
on  the  importer's  capital  during  the  time  it  is  locked  up, 
and  witiiheld  from  other  employment. 

'  The  value,  then,  in  any  country,  of  a  foreign  commod- 
ity, depends  on  the  quantity  of  home  prodnce  which  must 
be  given  to  the  foreign  country  in  exchange  for  it.  In  other 
words,  the  values  of  foreign  commodities  depend  on  the 
terms  of  international  exchange.  What,  then,  do  these  de- 
pend upon  ?  What  is  it,  whicli,  in  the  ease  suj>p<")sed,  causes 
a  pipe  of  wine  from  Spain  to  be  exchanged  wit!i  England 
for  t'Xflctly  that  quantity  of  cloth  ?  Wt;  have  seen  that  it  is 
not  tlieir  cost  of  production.  If  the  cloth  and  the  wine  were 
both  made  in  Spain,  they  would  exchange  at  their  cost  of 
produt'tiiin  in  Spain  ;  if  they  were  both  made  in  England, 
they  would  exchange  at  their  cost  of  produ<jtion  in  Eng- 
land :  but  all  the  cloth  being  made  in  England,  and  all  the 
wine  in  Spain,  they  are  in  circnmstances  to  which  we  have 
already  determined  that  the  law  of  cost  of  production  is  not 
applicable.  We  must  accordingly,  as  we  have  done  before 
in  a  similar  embarrassment,  fall  back  upon  an  anteL-edunt 
law,  that  of  supply  and  demand  :  and  in  this  we  shall  again 
find  the  solution  of  our  difficulty. 

I  have  discussed  this  question  in  a  separate  Essay,  al- 
ready oncu  referred  to  ;  and  a  quotation  of  part  of  thu  expo- 
sition then  given,  will  he  tlie  best  intixidnction  to  my  pres- 
ent view  of  the  subject.  I  must  give  notice  that  we  are  now 
in  the  region  of  tlie  most  complicated  questions  which  polit- 
ical economy  affoi-ds ;  that  the  subject  is  one  which  cannot 
possibly  he  made  elementary  ;  and  that  a  more  continuous 
effort  of  attention  than  has  yet  been  required,  \s\\\  bo  neces- 
sary to  follow  the  series  of  deductions.  Tlie  thread,  how- 
ever, which  we  are  about  to  take  in  hand,  is  in  itself  very 

simple  and  manngoMe  \  the  only  difficulty  is  in  following  it 
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through  the  windings  and  entanglements  of  complex  inter- 
national transactions. 


§  9.  "When  the  trade  is  C'S!Hhli>hi'd  l>etween  tlie  two 
countries,  the  two  eoinmo<litics  will  exchanp^e  for  each  nther 
at  Uie  same  rate  of  interchange  in  both  eountrios— bating 
the  cost  of  carriage,  of  which,  for  tlie  present,  it  will  ])e 
more  convenient  to  omit  tiio  conRiderntion.  Snpi>osing, 
therefore,  for  the  sake  of  argument,  tliat  the  carnage  of  the 
commodities  from  one  country  to  t!ie  other  could  he  effected 
without  labour  and  without  cost,  no  sooner  would  the  trade 
be  opened  than  the  value  of  the  twocommcKlilies,  estimated 
in  each  other,  would  come  to  a  level  in  both  count  i-ie^. 

"  Suppose  that  10  yards  of  hroMlcluth  cost  in  England 
as  much  labour  as  15  yards  of  linen^  and  in  Germany  as 
much  as  20."  In  common  with  most  of  my  predeceeaors,  I 
find  it  advisable,  in  these  intricate  investigations,  to  give 
distinctnei*  and  fixity  to  the  conception  by  numerical  exam- 
ples. Tlicse  e:^aTri[)le8  mnst  sometimes,  as  in  the  present 
case,  be  purely  supposititious.  I  should  have  preferred  real 
once ;  but  all  that  is  essential  is  that  the  numbers  should  be 
such  HB  admit  of  being  easily  fullowcd  through  the  Buhse- 
quent  combinations  into  M'hich  Ihcy  enter. 

This  supposition  then  being  made,  it  would  be  the  in- 
terest of  England  to  impoi-t  Hiieu  from  Germany,  and  of 
Germany  to  import  cloth  from  England.  "  When  each 
country  produced  both  rommodities  for  itself,  10  yards  of 
cloth  exchanged  for  15  yards  of  linen  in  England,  and  for 
-0  in  Germany.  They  will  now  exchange  fur  the  same 
number  of  yards  of  linen  in  both.  For  what  nuuibcr?  If 
for  15  yards,  England  will  be  just  as  she  was,  and  Germanj' 
will  gain  all.  If  for  20  yards,  Germany  will  be  as  before, 
and  England  will  derive  the  whole  of  the  benefit.  If  for  any 
number  intermediate  between  15  and  20,  the  advantage 
will  be  shared  between  the  two  countries.  If,  for  example, 
10  yards  of  cloth  exchange  for  13  of  linen,  England  will 
gain  an  advantage  of  B  jards  on  every  15,  GeTtaasv^  V^ 


&ave  2  out  of  every  20.  The  problem  is,  what  are  tlie 
eawses  which  (Iftermine  the  proportion  in  which  the  flotK 
of  England  and  tlie  linen  of  Germany  will  exchange  for 
eacli  other. 

"  As  exchange  vahie,  in  this  ease  as  in  every  other,  ia 
proverbially  fluctuating,  it  doe^not  matter  what  we  eappo^e 
it  to  be  when  we  begin :  we  shall  soon  see  whether  there 
he  any  fixed  ]>oint  about  which  it  oscillates,  which  it  has  a 
tendency  aJways  to  apj)roach  to,  and  to  remain  at.  Let  n^ 
suppose,  then,  that  by  the  etfect  of  what  Adam  Smith  culU 
the  higgling  of  the  market,  10  yards  of  cloth,  in  both  coun- 
tries, exchange  for  17  yards  of  linen. 

"  Tlu:  denijiud  for  a  commodity,  that  is,  the  quantity  of 
it  which  can  find  a  pm-chaser,  varies,  as  we  have  befom  re- 
marked, according  to  the  price.  In  Gemiany  the  price  of 
10  yards  of  clotli  is  now  17  yards  of  linen,  or  whatever 
quantity  of  money  is  equivalent  in  Germany  to  17  yards  of 
linen.  X(jw,  that  being  the  price,  there  is  some  partiruhir 
number  of  yards  of  cloth,  which  will  be  in  demand,  or  will 
find  purchasers,  at  that  price.  There  is  some  given  quan- 
tity of  cloth,  mure  than  which  could  not  be  disposed  of  at 
that  price  ;  less  than  which,  at  that  price,  woidd  not  fully 
satisfy  the  demand.  Let  us  suppose  this  quimtity  to  be 
1000  times  10  yards. 

"  Let  us  now  tui'n  our  attention  to  England.  There 
the  price  of  17  yards  of  linen  is  10  yards  of  cloth,  or  what- 
ever quantity  of  money  is  equivalent  in  England  to  10  yards 
of  cloth.  Tljere  is  some  particular  nmnber  of  yards  of  linen 
which,  at  that  price,  will  exactly  satisfy  tlie  demand,  and 
no  more.  Let  us  suppose  that  this  number  is  1000  times 
17  yards. 

"  As  17  yards  of  linen  are  to  10  yards  of  cloth,  so  are 
1000  times  17  yards  to  1000  times  10  yards.  At  the  exist- 
ing exchange  value,  the  linen  which  England  requires  will 
exactly  pay  for  the  quantity  of  cloth  which,  on  the  same 
terms  of  interchange,  Germany  requires.  The  demand  on 
"oci  ejdc  IB  precisely  sufficient  to  carry  off  the  su]>ply  on 
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!  Other.  Tlie  conditions  required  by  tJie  principle  of  de- 
mand and  supply  are  fulfilled,  and  the  two  conunodities 
will  continue  to  be  intercliangeO,  as  we  su}>|>o&ed  them  to 
be,  in  the  ratio  of  IT  yards  of  linen  for  10  yards  of  cloth. 

"  But  our  suppositions  might  have  been  diflferent.  Sup- 
pose that,  at  the  aseumed  rate  of  interchange,  England  had 
been  disposed  to  consume  no  greater  quantity  of  linen  than 
800  times  17  yards  :  it  is  evident  that,  at  the  rate  supposed, 
this  would  not  have  sufficed  to  pay  for  the  1000  times  10 
yards  of  ctoth  which  we  have  supposed  Germany  to  re<piu*e 
at  the  aft.sumed  value.  Germany  would  be  able  to  pi'ocm*e 
no  more  than  800  times  10  yards  at  that  price.  To  pi-ocure 
the  remaining  200,  which  she  would  have  no  means  of  doing 
but  by  bidding  higher  for  them,  slie  would  offer  more  than  17 
yards  of  linen  in  exchange  for  10  yards  of  cloth:  let  us  sup- 
pose her  to  offer  18.  At  this  price,  perhaps,  England  wotJd 
be  inclined  to  purchase  a  greater  quantity  of  linen.  She 
would  consume,  possibly,  at  that  price,  900  times  18  yards. 
On  the  other  hand,  cloth  having  risen  in  price,  the  demand 
of  Gei*many  for  it  woiild  probably  have  diminished.  If,  in- 
stead of  1000  times  10  yards,  she  is  now  contended  with  900 
times  10  yards,  these  ^vill  exactly  pay  for  the  900  times  IS 
yards  of  linen  wliieh  England  is  willing  to  take  at  the  al- 
tered price :  the  demand  on  each  side  will  again  exactly 
suffice  to  take  off  the  eoiTesjionding  snjiply  ;  and  10  yards 
for  18  will  be  the  rate  at  which,  in  botli  countries,  cloth 
will  exchange  for  linen. 

"Tlie  converse  of  all  this  would  have  happened,  if,  in- 
stead of  800  times  17  yards,  wc  had  supposed  that  England, 
at  the  rate  of  10  for  17,  would  have  taken  ISOO  times  17 
vards  of  linen.  In  this  ca&o,  it  is  England  whose  demand  is 
not  fully  supplied  ;  it  is  England  who  by  bidding  for  more 
hnen,  will  alter  the  rale  of  interchange  to  her  own  disadvan- 
tage; and  10  yards  of  cloth  will  fall,  in  both  countries,  be- 
low the  value  of  17  yards  of  linen.  By  this  fall  of  cloth,  or 
what  is  the  sanic  thing,  this  rise  of  linen,  the  demand  of 
Germany  for  cloth  will  increase,  and  the  detnawi  ol  "^w^- 
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land for  lineQ  will  diminigli,  till  tlie  rate  of  interchange 
so  adjiifited  itself  that  tlie  cloth  and  tlie  linen  will  exactly 
pay  for  one  anotlier  ;  and  when  once  thiis  point  is  attained, 
values  will  remain  without  further  alteration. 

"  It  may  be  coneidered,  therefore,  as  eetablished,  that 
when  two  countries  trade  ti^ther  in  two  commodities,  the 
excliange  value  of  the^e  commodities  relatively  to  each 
otlter  will  adjust  iteelf  to  the  inclinations  and  circumstances 
of  tlie  conetuners  on  both  sides,  in. Buch  manner  that  the 
quantities  required  by  eacli  country,  of  the  articles  which  it 
imports  from  its  neighbour,  shall  be  exactly  sufficient  to  pay 
for  one  another.  As  the  inclinations  and  circumstances  of 
consumers  cannot  be  reduced  to  any  rule,  so  neither  can  tiie 
proiK>rtions  in  which  the  two  commodities  will  be  inter- 
changed. We  know  that  the  limits  within  which  the  varia- 
tion is  confined,  are  the  ratio  between  their  costs  of  produc- 
tion in  the  one  country,  and  the  ratio  between  their  costs  of 
production  in  the  other.  Ten  yards  of  cloth  cannot  exchange 
for  more  than  20  yards  of  linen,  nor  for  less  than  15.  But 
they  may  exchuuge  for  any  intermediate  number.  The  ra- 
tios, therefore,  in  whieli  the  advantage  of  the  trade  may  be 
divided  between  the  two  nations,  are  various.  The  circum- 
stances on  which  the  proportionate  share  of  each  country  more 
remotely  depends,  admit  only  of  a  very  general  indication. 

"It  is  even  possible  to  conceive  an  extreme  case,  in 
whiclt  the  whole  of  the  advantage  resulting  trom  the  inter- 
cliange  would  be  reaped  by  one  party,  the  other  conntiy  gain- 
ing nothing  at  all.  Tliere  is  no  absurdity  in  the  hypothesis 
that,  of  some;  given  conunodity,  a  certain  quantity  is  all 
that  is  wanted  at  any  price ;  and  that,  when  that  quantity 
is  obtained,  no  fall  in  the  exchange  value  would  induce 
other  consumeiv  to  come  forward,  or  thor^o  who  are  already 
supplied,  to  take  more.  Let  ns  sujipose  that  this  is  the  case 
in  Germany  with  cloth.  Before  her  trade  with  England 
coramenoed,  when  10  yards  of  cloth  cost  her  as  ninch  labour 
as  20  yards  of  linen,  she  nevertheless  consonied  as  much 
e}oth  as  she  wanted  under  any  circumstances,  and,  if  she 
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conld  obtain  it  at  the  rato  of  10  yards  of  cloth  lor  15 
of  linen,  she  wonltl  not  congnme  more.  Let  tliis  li.xed 
quantity  be  1000  times  10  yards.  At  the  rate,  however,  of 
10  for  20,  England  would  want  more  lijien  than  would  b© 
equivalent  to  this  quantity  of  cloth.  She  would,  conse- 
quently, offer  a  higher  value  for  linen  ;  or,  what  is  the  same 
thing,  she  would  offer  her  cloth  at  a  cheaper  rate.  But,  as 
by  no  loweritig  of  the  value  could  ehe  prevail  on  Germany 
to  take  a  greater  quiiutity  of  elotli,  there  would  he  no  limit 
lo  the  rise  of  linen  or  fall  of  cloth,  until  the  demand  of 
England  for  lineu  was  reduced  by  the  rise  of  its  value,  to 
the  q^iantity  whi<rh  1000  times  10  yards  of  cloth  would  pur- 
chase. It  miglit  be,  that  to  produce  tliis  iliminution  of  the 
demand  a  less  fall  would  not  Buffice  than  tliat  which  would 
make  10  yards  of  cloth  exchange  for  15  of  linen,  Germany 
would  then  gain  the  whole  of  the  advantage,  and  England 
would  be  exactly  as  she  was  before  the  trade  commenced. 
It  would  be  for  the  interest,  however,  of  Germany  liereelf  to 
keep  her  linen  a  little  below  the  value  at  which  it  could  bo 
prudueed  in  England,  in  order  to  keep  herself  from  being 
supplanted  by  the  home  producer.  England,  therefore, 
would  always  benefit  in  eome  degree  by  tlie  existence  of 
the  trade,  though  it  might  be  a  veiy  tiiiling  one." 

In  tbia  statement,  I  conceive,  is  contained  the  first  ele- 
mentary ]>rinciplo  of  International  Values.  I  have,  as  is 
indispensable  in  such  abstract  and  hypothetical  cases,  sup- 
posed the  circumstances  to  be  much  less  complex  than  they 
really  are :  in  the  lirst  place,  by  suppressing  the  cost  of 
carriage  :  next,  by  suppctsing  that  there  are  only  two  coun- 
tries trading  together;  and  lastly,  that  they  trade  only  in 
two  commodities.  To  render  the  exposition  of  the  principle 
complete,  it  is  necessary  to  restore  the  various  cJrcuuistances 
tlms  temporarily  left  out  to  simplify  the  ai-gument.  Those 
who  ni*e  accustomed  to  any  kind  of  scientific  investigation 
will  probably  see,  without  formal  proof,  that  the  introduc- 
tion of  these  circmustauces  cannot  alter  the  theojy  of  the 
subject.    Trade  among  any  number  of  countries,  and  m  %.w^ 
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number  of  commodities,  mnat  take  place  on  the  same  essen- 
tial principles  as  trade  between  two  countries  and  in  two 
comnjodities.  Introducing  a  greater  number  of  agents  i>re- 
eisely  similar,  cannot  change  the  law  of  their  action,  no 
more  than  putting  additional  weights  into  the  two  scales 
of  a  balance  alters  the  law  of  gravitation.  It  alters  nothing 
but  the  numerical  results.  For  more  complete  satisfaction, 
however,  we  will  enter  into  the  complex  cases  with  the 
Bame  particularity  \vith  which  we  have  stated  tlie  simpler 
one. 

§  3.  First,  let  ns  introduce  the  element  of  cost  of  car- 
riage. Tlie  chief  (lifference  will  then  be,  tliat  the  cloth  and 
the  linen  will  no  longer  exchange  for  each  other  at  precisely 
the  same  rate  in  botli  countries.  Linen,  having  to  l>e  car- 
ried to  England,  will  be  dearer  there  by  its  cost  of  carriage; 
and  cloth  will  be  dearer  in  Germany  by  the  cost  of  carrying 
it  from  EngLiiuh  Linen,  estimated  in  cloth,  will  be  dearer 
in  England  than  in  Germany,  by  the  cost  of  carriage  of  both 
articles  :  and  so  will  cloth  in  Germany,  estimated  in  linen. 
Suppose  that  the  cost  of  carriage  of  each  is  equivalent  to 
one  yard  of  linen ;  and  suppose  that,  if  they  could  have  been 
carried  without  cost,  the  terms  of  inteixihange  would  have 
been  10  yards  of  cloth  for  17  of  linen.  It  may  seem  at  first 
that  cacli  country  will  pay  its  own  cost  of  carriage;  that  is, 
the  carriage  of  the  artiele  it  imjiorts  ;  that  in  Germany  10 
yards  of  cloth  will  exchange  tor  18  of  linen,  namely,  the 
original  17,  and  1  to  cover  the  cost  of  carriage  of  the  cloth  ; 
while  in  England,  10  yards  of  doth  will  only  purchase  10 
of  linen,  1  yard  being  deducted  for  the  cost  of  carriage  of 
the  linen.  This,  however,  eannot  be  affirmed  with  certain- 
ty ;  it  will  only  be  true,  if  the  linen  which  the  English  con- 
sumers would  take  at  the  price  of  10  for  10,  exactly  pays  for 
the  cloth  wliich  the  German  consumei*8  would  take  at  10 
for  18.  Tlie  values,  whatever  tliey  are,  must  establish  this 
equilibrium.  No  absolute  rule,  therefore,  can  be  laid  down 
for  the  division  of  t-he  cost,  no  more  than  for  the  division  of 
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tbe  advantage :  and  it  docs  not  follow  that  in  whatever 
ratio  the  one  ia  divided,  the  other  will  be  divided  in  the 
same.  It  is  iiiipoasihle  to  s&y\  if  the  cost  of  carriage  could 
he  annihilatedj  whether  the  producing  or  the  importing 
country  would  be  moat  benefited.  This  would  depend  on 
the  play  of  international  demand. 

Cost  of  carriage  ha*  one  effect  moi-e.  But  for  it,  every 
commodity  would  (if  trade  be  supposed  free)  be  either  regu- 
larly imported  or  regularly  exported.  A  country  would 
make  notliing  for  itscLt"  which  it  did  not  also  make  for  other 
countries.  But  in  eonswpietice  of  c(>st  of  can*iage  there  are 
many  things,  especially  hiilky  articles,  wliich  every,  or  al- 
most every  country  produces  within  itself.  After  exporting 
the  things  in  which  it  cau  employ  itself  most  advuiitagcous- 
ly,  and  importing  those  in  which  it  is  under  the  greatest 
disadvantage,  there  are  many  lying  between,  of  which  the 
relative  cost  of  production  in  that  and  in  other  countries  dif- 
fers so  little,  that  the  cost  of  carriage  would  absorb  more 
than  the  whole  saving  in  cost,  of  production  whicli  would  be 
obtained  by  importing  one  and  exporting  another.  This  is 
the  case  with  nuiuerous  commodities  of  common  consump- 
tion ;  including  the  coarser  qualities  of  many  articles  of  food 
and  manufacture,  of  wliich  tlic  finer  kinds  are  the  subject 
of  extensive  international  traffic. 


§  4.  Let  ns  now  introduce  a  greater  number  of  commod- 
ities than  the  two  we  have  hitherto  aujjpoBcd.  Let  cloth  and 
linen,  however,  be  still  the  articles  of  which  the  compara- 
tive cost  of  production  in  England  and  in  Germany  dili'er 
the  moat ;  so  that  if  they  were  confined  to  two  commodities, 
these  would  he  the  two  which  it  would  be  most  theii'  inter- 
est to  exchange,  ^^e  will  now  again  omit  cost  of  carriage, 
which,  having  been  shown  not  to  atfect  the  essentials  of  the 
question,  does  but  cml^aiTasB  unuecessarily  the  statement 
of  it.  Let  118  tiuj)poi;e,  then,  that  the  demand  of  England  for 
Mncn  is  either  so  much  greater  than  that  of  Germany  for 
cloth,  or  BO  much  more  extensible  by  cbea^Tie6&,  \XwX.  Vi. 
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Eugland  had  no  eoiiiinodity  but  doth  which  Germany 
would  talcc,  the  demand  of  England  would  force  up  tlie 
terms  of  interchange  to  10  yards  of  v]ut\i  for  only  16  of 
linen,  &o  tliat  England  would  gain  only  the  diiferenue  be- 
tween 15  and  16,  Germany  the  difference  between  16  and 
20.  "But  let  us  now  siijipose  that  England  lias  also  another 
cotmiiudity,  say  iron,  which  is  in  demand  in  Gcnnanv,  and 
that  the  quantity  of  iron  wluch  is  of  equal  value  In  England 
witli  10  yards  of  cloth,  (\Gt  us  call  this  quantity  a  hundred 
weight)  will,  if  produced  in  Gurniauy,  cost  as  niuuh  labour 
ae  18  yards  of  linen,  so  that  if  offered  by  England  for  17,  it 
will  undersell  the  German  prodiK^cr.  In  these  cireum- 
stancea,  linen  will  not  be  forced  up  to  the  rate  of  16  yards 
for  10  of  cloth,  but  will  stop,  suppose  at  17  ;  for  although,  at 
that  rate  of  interchange,  Germany  will  not  (ake  enough 
<;loth  to  pay  for  all  the  linen  reqniied  by  England,  she  Avill 
take  iron  for  the  remainder,  and  it  is  the  same  thing  to 
England  whether  she  gives  a  hundred  weight  of  iron  or  10 
yards  of  cloth,  both  being  made  at  the  same  uost.  If  wo 
now  superatld  coals  or  cottons  on  the  side  of  England,  and 
wine,  or  corn,  or  timber,  on  the  side  of  Germany,  it  will 
make  no  difference  in  the  principle.  Tlic  exports  of  each 
country  must  exactly  pay  for  tlie  imports ;  meaning  now 
the  aggregate  exports  and  imports,  not  those  of  particular 
commodities  taken  singly.  Tlie  produce  of  fifty  days  Eng- 
lish labour,  whether  iu  cloth,  coals,  iron,  or  any  other  ex- 
ports, will  exchange  for  the  produce  of  forty,  or  fifty,  or 
sixty  days  German  labour,  in  linen,  wine,  com,  or  timber, 
according  to  the  international  demand.  There  is  some  pro* 
portion  at  which  the  demand  of  the  two  countries  for  each 
other's  products  will  exactly  corres]>ond  ;  so  that  the  things 
supplied  by  England  to  Germany  will  ho  completely  paid 
for,  and  no  more,  by  those  supplied  by  Germany  to  Eng- 
land. This  accordingly  will  be  the  ratio  in  whicli  the  prod- 
uce of  English  and  the  produce  of  German  labour  will  ex- 
change for  one  another. 

J^  therefore^  it  be  asked  what  country  draws  to  itself  the 
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greatest  slmre  of  tiie  advantage  of  any  trade  it  cnrries  ou, 
the  answer  is,  the  country  for  whose  productions  there  is  in 
other  conntries  tiio  gi'eatest  demaud^  aud  a  demand  thu 
most  suEceptible  of  increase  from  additional  clit*a|juei!s.  In 
go  far  as  the  productioufi  of  any  country  possess  this  pi-oper- 
ty,  the  country  obtains  alJ  foreign  coinmodirie;^  at  less  cost. 
It  gets  its  imports  cheaper,  the  greater  the  intcn&it}'  of  the 
demand  in  foreign  countries  for  its  exports.  It  also  gets  its 
imports  cheaper,  tlie  less  the  extent  and  inteusit)'  of  its  own 
demand  for  them.  The  market  is  cheapest  to  those  whose 
demand  is  small.  A  country  whicli  desires  few  foreign  pro- 
ductions, and  only  a  limited  quantity  of  them,  while  its  own 
commodities  are  in  great  request  in  foreign  countries,  will 
obtain  its  limited  imports  at  extremely  small  cost,  that  is, 
iu  exchange  for  the  produce  of  a  very  small  quautity  of  its 
labour  and  cftpital. 

Lastly,  having  introduced  more  than  the  original  two 
coraniodities  into  the  hypotlieais,  let  us  also  introduce  more 
tlian  the  original  two  countries.  After  the  demand  of  Eng- 
land for  the  linen  of  Germany  has  raised  the  rate  of  inter- 
change to  10  yards  of  cloth  for  IG  of  hnen,  suppose  a  trade 
opened  between  England  and  some  other  eonutry  which 
also  exports  linen.  And  let  us  siippose  that  if  England  had 
no  trade  but  with  this  third  country,  the  play  of  interna- 
tional demand  would  enable  her  to  obtain  t'l-om  it,  for  10 
yards  of  cloth  or  its  equivalent,  17  yards  of  linen.  She  evi- 
dently would  not  go  on  buying  linen  fmm  Germany  at  the 
former  rate :  Germany  would  be  nndersold,  and  must  con- 
sent to  give  17  yards,  like  the  other  country.  Li  this  ease, 
the  circumstances  of  production  and  of  demand  in  the  third 
country  are  supposed  to  be  in  themselves  more  advantageous 
to  England  than  the  circumstances  of  Germany  ;  but  this  • 
supposition  is  not  necessary  :  we  miglit  suppose  that  if  the 
trade  with  Germany  did  not  exist,  England  would  bo 
obliged  to  give  to  the  other  country  the  same  advantageous 
terms  which  she  gives  to  Germany  ;  10  yards  of  cloth  for 
Ifi,  or  even  less  than  16t  of  linen.     Even  so,  t\\e  oy^^^^^^^ 
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the  third  country  makes  a  great  difference  in  favoTir  of  Eng- 
land. There  is  now  a  double  market  for  English  exports, 
while  the  demand  of  Eiighmd  for  linen  is  only  what  it  was 
before.  Tbiss  necessarily  obtains  for  England  more  advan- 
tageous terms  of  interchange.  Tlie  two  countries,  requiring 
much  more  of  her  ]ir<Kliieo  than  was  rei^uirod  by  either 
alone,  must,  ua  order  t<.»  obtuiD  it,  force  an  increased  demand 
for  their  exports,  by  ofl'eiing  them  at  a  lower  value. 

It  deeervea  notice,  tlmt  this  etfuet  in  favour  of  England 
from  the  opening  of  another  market  for  lier  exports,  will 
equally  be  produced  even  thougli  the  eoimtry  fi'om  which 
the  demand  comes  should  have  not!iing  to  sell  which  Eng- 
land i^  willhig  to  take.  Supposu  that  the  third  country, 
though  recpiiring  cloth  or  iron  froni  England,  produces  no 
linen,  nor  any  other  article  which  is  in  demand  tlicre.  She 
however  produces  exportable  articleB,  or  she  would  have  no 
means  of  paying  for  imports  :  her  exports,  though  not  suit- 
able to  the  English  consumer,  can  find  a  market  somewhere. 
As  we  are  only  supposing  tliree  countries,  we  must  assume 
her  to  find  this  market  in  Germany,  and  to  pay  for  what  she 
imports  from  England  by  orders  on  her  German  customers. 
Gertnanv,  therefore,  besides  having  to  pay  for  her  own  ini- 
port.s,  now  owes  a  debt  to  England  on  account  of  the  third 
country,  and  the  means  for  both  pui'poseB  muat  be  derived 
from  her  exportable  prodiu.'e-  She  must  therefore  tender  that 
produce  to  England  on  terms  sufficiently  favourable  to  force 
a  demand  equivalent  to  this  double  debt.  Everything  will 
take  place  precihcly  as  if  the  third  country  had  bought  Ger- 
man produce  with'her  own  goods,  and  offered  that  produce 
to  England  in  exchange  for  hers.  Tliere  is  an  increased 
demand  fr>r  English  goo<Is,  for  which  German  goods  have 
.  to  furnish  the  payment ;  and  this  can  only  he  done  by  for- 
cing an  increased  demand  for  them  in  England,  that  is,  by 
lowering  their  value.  Tlinsan  increaseof  demand  for  acoun- 
try*s  exports  in  any  foreign  countrs',  enables  her  to  obtain 
more  cheaply  even  those  imports  which  she  procures  from 
other  quarters.    And  conversely,  an  increase  of  her  owa 
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demand  for  any  foreign  commodity  compels  her,  cmierit 
paribus^  to  pay  dearer  for  all  foreign  commodities. 

The  law  wliicli  we  have  now  iUustrated,  may  l>e  appro- 
priately named,  the  Equation  of  InteinatiDnal  Demand.  It 
may  be  concisely  stated  as  follows.  The  produce  of  a  coun- 
try exchanges  for  the  produce  of  otlier  countries,  at  &uch 
values  as  are  required  in  oi-dcr  that  the  whole  of  her  exports 
may  exactly  pay  for  the  whole  of  her  imports.  This  iaw 
of  International  Values  is  but  hii  extension  of  the  more 
general  law  of  Value,  which  we  called  the  Equation  of  Sup- 
ply and  Demand.*  We  have  seen  tliat  the  value  of  a  com- 
modity always  6o  adjusts  itself  as  to  bring  the  demand  to 
the  exact  level  of  the  supply.  But  all  trade,  cither  between 
naticms  or  individuals,  is  an  interchange  of  commodities, 
in  whicli  the  things  that  they  respectively  have  to  sell,  con- 
stitute also  their  means  of  purchase:  the  sui)ply  brought  by 
the  one  constitutes  bis  demand  for  what  is  brought  by  the 
other.  So  thiit  sup]>ly  and  demand  are  but  another  expres- 
sion for  reciprocal  demand :  and  to  say  that  value  will  ad- 
just itself  so  as  to  equalize  demand  with  supply,  is  in  fact 
to  eay  that  it  will  adjuBt  itself  so  as  to  equalize  the  demand 
on  one  side  with  the  demand  on  the  other. 


§  5.  To  trace  the  consequences  of  this  law  of  Interna- 
tional Values  through  their  wide  rauiiti  cat  ions,  would  occu- 
py more  space  than  can  be  here  devoted  to  such  a  purpose. 
But  there  is  one  of  its  applications  which  I  will  notice,  as 
being  in  itself  not  unimportant,  as  bearing  on  the  qurrstion 
which  will  occupy  us  in  the  next  chapter,  and  esi)ecially  aB 
conducing  to  the  more  full  and  clear  understanding  of  the 
law  itself. 

We  have  seen  tliat  the  value  at  which  a  country  pur- 
chases a  foreign  commodity,  does  not  conform  to  the  cost 
of  production  in  the  country  from  which  the  comniodity 
comes.  Sup])OBe  now  a  change  in  that  cost  of  production  ; 
an  improvement^  for  example,  m  the  process  of  manufncture. 

'  Supni,  hook  iii.  chap.  ii.  §  4. 
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Will  tiie  benefit  of  the  improTement  be  fahj  pAiticipalvd  in 
liy  other  eoancries  i  "Will  the  commoditj  be  sold  as  madi 
cheaper  to  tbreigners,  as  it  i»  produced  cheaper  at  home  l 
This  qaestioit,  and  the  con^iUerationd  wtiich  must  he  entered 
into  in  onler  to  resolve  it,  are  well  adapted  to  tr^'  the  worth 
of  the  the<jry.  ^h 

Let  oa  firgt  suppose,  that  the  improvement  is  of  a  nature^H 
to  create  a  new  branch  of  export ;  to  make  foreigners  rt-sort 
to  the  coimirj'  for  a  commoditr  which  they  had  previously 
prodnced  at  home.  On  thi*  sappofiitiou,  the  foreign  deiitaud 
for  the  productions  of  the  comitry  is  increased ;  which  ne- 
cesdarily  alters  the  international  values  to  its  advantage^  and 
to  the  disadvuntage  of  foreign  countries,  who,  therefore, 
tJtoagh  they  participate  in  the  benefit  of  the  new  product, 
mnat  pnrchase  that  benefit  by  paying  for  all  the  other  pro- 
duetionH  of  the  comitry  at  a  dearer  rate  than  before.  How 
mnch  dearer,  will  depend  on  the  degree  necessary  for  re- 
establishing, under  these  new  conditions,  the  Equation  of 
International  Demand.  These  couset^uenees  follow  in  a 
very  obvious  manner  from  tlie  law  of  international  values, 
and  I  shall  not  occupy  space  in  illustrating  them,  but  shall 
pass  to  the  more  frequent  case,  of  an  improvement  which 
does  not  create  a  new  article  of  export,  but  lowers  the  cost 
of  production  of  sometliing  which  the  country  already  ex- 
ported. 

It  being  advantageous,  in  dhicnsaions  of  this  complicated 
nature,  to  employ  definite  numerical  amonnts,  we  shall  re- 
tuni  to  our  original  example.  Ten  yards  of  cloth,  if  pro- 
duced in  Germany,  would  retjuire  tlie  same  amount  of  la- 
bour and  capital  as  twenty  yards  of  linen  ;  but,  Ity  the  play 
of  international  demand,  thoy  can  be  obtained  from  England 
for  eoventeen.  Supjiose  now,  that  l)y  a  mwlianical  imj>rove- 
ment  made  in  Germany,  and  not  capable  of  being  trans- 
ferred to  I]n<(land,  the  same  quantity  of  labour  and  capital 
which  pr(»dnccd  twenty  yards  i>f  linen,  is  enabled  to  pro- 
duce thirty.  Linen  falls  ono-third  in  value  in  the  German 
moj-kotf  as  fompared  witli  otlier  commodities  produced  in 
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Germany.  "Will  it  also  fall  one-third  as  compared  with 
English  clotli,  tiiiis  giving  to  England,  in  eonnnon  with 
Germauy,  the  full  benefit  of  the  improvement  i  Or  (ought 
we  not  rather  to  say),  since  the  cost  to  England  of  obtaining 
linen  was  not  regulated  by  tlie  cost  to  Gennany  of  produc- 
ing it,  ami  since  England,  accordingly,  did  nut  get  the  entire 
benefit  even  of  the  twenty  yards  which  Germany  could 
have  given  for  ten  yards  of  cloth,  but  oidy  <>l)tained  seven- 
teen— why  should  &he  now  obtain  more,  merely  because  this 
theoretical  limit  is  removed  ten  degrees  further  o^? 

It  is  evident  that  in  the  outset,  the  improvement  will 
lower  the  value  of  linen  iu  Germany,  in  relation  to  all  other 
commodities  in  the  German  market,  including,  among  the 
rest,  even  the  imported  commodity,  cloth.  If  10  yards  of 
cloth  previously  exclianged  for  17  yartls  of  linen,  they  will 
now  exchange  for  half  as  much  more,  or  25|  yards.  But 
whether  they  will  continue  to  do  so,  will  depend  on  the  effect 
which  tliis  iucrejised  cheapness  of  linen  produces  on  the  in- 
ternational demand.  The  demand  for  linen  in  England 
could  scarcely  fail  to  be  increased.  But  it  might  be  in- 
creased eitlier  in  proportion  to  the  cheapness,  or  in  a  greater 
proportion  than  the  elieapness,  or  in  a  less  proportion. 

U  the  demand  was  increased  in  the  same  proportion  with 
the  cheapness,  England  would  take  as  many  times  25^  yards 
of  linen,  as  the  number  of  times  17  yai-ds  wliich  she  took 
previously.  She  wouhi  expend  in  linen  exactly  as  much  of 
eloik,  or  of  the  equivalents  of  cloth,  as  much  in  short  of  the 
collective  income  of  her  people,  as  she  did  before.  Ger- 
many, on  lier  ]>art,  would  probably  require,  at  that  rate  of 
interchange,  the  same  quantity  of  cloth  as  before,  because  it 
would  iu  reality  cost  her  exactly  as  much ;  25J  yards  of 
lineu  being  now  of  the  same  value  in  her  market,  as  17 
yards  were  before.  In  this  case,  therefore,  10  yards  of  eloth 
for  25^  of  linen  is  the  rate  of  interchange  whi(?h  under  these 
new  conditions  would  restore  the  equation  of  international 
demand ;  and  England  would  obtain  linen  one-third  cheaper 
than  before,  being  the  same  advantage  aa  was  Qbla.\\\t^  V>^ 
Gerwsny. 


It  might  happen,  however,  that  this  great  cheapening 
of  linen  would  increase  the  demand  for  it  in  England  in  a 
jrreater  ratio  than  the  increase  of  cheapness ;  and  that  if  slie 
before  wanted  1000  times  17  yards,  she  would  now  requii-e 
more  than  1000  times  25^  yards  to  eatiefy  her  demand.  If 
so,  the  equation  of  international  demand  cannot  establish 
itseh"  at  that  rate  of  interehan^e  ;  to  jiay  for  the  linen  Eng- 
land must  offer  cloth  on  more  ailvautageous  terms:  say,  for 
example,  10  yards  for  21  of  linen  ;  so  that  England  will  not 
liave  theJ'uU  bonufit  of  the  improvement  in  the  prodtietion 
of  linen,  while  Germany,  in  addition  to  that  benefit,  will 
also  pay  less  for  cloth.  But  again,  it  is  possible  that  Eng- 
land might  not  desire  to  tofrcase  her  conaumjytion  of  lineu 
in  even  so  great  a  proportion  as  that  of  the  increased  cheap- 
uesB  ;  she  might  nf^t  desire  so  great  a  rpiantity  as  1000  times 
25^  yards :  and  in  that  case  Germany  must  tbrce  a  demand, 
by  offering  more  than  35|  yards  of  linen  tor  10  of  cloth ; 
linen  will  be  cheapened  in  England  in  a  still  greater  degree 
than  in  Germany;  while  Germany  will  obtain  cloth  on 
more  unfavourable  terms,  and  at  a  higher  exchange  value 
than  before. 

After  what  has  already  been  said,  it  is  not  necessary  to 
l)artieul  arize  the  manner  in  which  these  results  might  be 
moditied  by  introducing  into  the  hypothefiis  other  countries 
and  other  commodities.  Tliere  is  a  further  circumstance  by 
which  they  may  als*o  be  modified.  In  the  case  supposed, 
the  consumers  of  Germany  have  had  a  part  of  tlieir  incomes 
set  at  liberty  by  the  increased  cheapness  of  linen,  whieh 
they  may  indeed  expend  in  increatiiig  their  conemnption 
of  that  article,  but  wliicb  they  may,  likewise,  expend  in 
other  articles,  and  among  otliers,  in  chjth  or  other  imported 
commodities.  This  would  be  an  additional  element  in  the 
international  demand,  and  would  modify  more  or  less  the 
terms  of  interchange. 

Of  the  three  possible  varieties  in  the  influence  of  cheap- 
ness on  demand,  which  is  the  more  probable — that  the  de- 
'uund  would  he  increased  more  than  the  cheapness,  as  much 
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as  the  cheapneee,  or  less  than  die  uhcnjiiiesij?  This  depends 
on  the  nature  of  the  particular  eouimodity,  and  on  the  tastes 
of  purchasers.  "When  the  <:omm<Kliiy  is  one  in  general  re- 
(jUL'tit,  and  the  fall  of  its  price  hrinffs  it  within  tiie  reach  of 
a  much  larger  class  of  incomes  than  Iwlbre,  the  demand  is 
4)ftcn  increased  in  a  greater  ratio  than  the  fall  of  jiricc,  and 
a  larger  sinu  of  money  i*  on  tlie  whole  expojiiiod  in  the  ar- 
ticle. Such  was  the  caae  with  coffee,  when  ita  price  was 
lowered  by  succfssivo  reductions  of  taxation ;  and  t^uch 
would  probably  be  tlie  case  with  sugar,  wine,  and  a  large 
claes  of  commodities  which,  though  not  necessaries,  are 
largely  eonyuraed,  aud  in  which  many  coiiKumcrs  indulge 
wlien  the  articles  are  cheap  and  economize  wlien  they  arc 
dear.  But  it  more  frequently  happens  that  when  a  com- 
modity falls  in  price,  less  money  is  spent  in  it  than  before : 
a  greater  quantity  is  consumed,  but  not  so  great  a  value. 
The  consumer  who  saves  money  by  the  cheapness  of  the  ar- 
ticle, will  be  likely  to  expend  part  of  the  savirig  in  increas- 
ing his  consumption  of  other  things :  and  unless  the  low 
price  attracts  a  large  class  of  new  purchasers  who  were 
either  not  consumers  of  the  article  at  all,  or  only  in  small 
quantity  and  oeeasionally,  a  less  aggregate  sum  will  l)e  ex- 
pended ou  it.  Speaking  generally,  tlierefore,  the  third  of 
our  three  cases  is  the  most  probable:  and  an  improvement 
in  an  exportable  article  is  likely  to  be  as  beneficial  (if  not 
more  beneficial)  to  foreign  countries,  as  to  the  country 
where  the  article  is  produced. 


§  6.  Thus  far  had  the  theory  of  international  valnea 
been  carried  in  the  first  and  eecnnd  eilitions  of  this  work. 
But  intelligent  criticisms,  an<l  subsequent  further  investiga- 
tion, Imve  shown  that  the  doctrine  stated  in  the  })receding 
pages,  though  correct  as  far  as  it  goes,  is  not  yet  tlie  com- 
plete tlieory  of  tlie  subject  matter. 

It  has  been  shown  tliat  the  exports  and  imports  between 
the  two  countries  (or,  if  we  suppose  more  than  two,  between 
each  country  and  the  world)  must  ui  the  aggregate  yx^  iw 
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each  other,  and  must  therefore  he  exchanged  for  one  another 
at  such  values  as  will  be  eonipatihle  with  the  equation  of 
international  duniand.  Tliat  this,  however,  does  not  furnish 
the  complete  law  of  the  plicnomeiion,  appeare  from  tlie  fol- 
lowing consideration  :  that  several  different  rates  of  inter- 
national value  may  all  equally  fulfil  the  conditions  of  thi& 
law. 

Tlie  supposition  was,  that  England  conld  produce  10 
yards  of  cluth  with  the  same  tabour  as  15  of  linen,  and  Ger- 
many with  the  same  labour  as  20  of  linen  ;  that  a  trade  was 
Opened  between  the  two  countries ;  that  England  thence- 
forth confined  her  production  to  cloth,  and  Germany  to 
linen  ;  and  that,  if  10  yards  of  clotii  should  thenceforth  ex- 
change for  17  of  linen,  England  and  Germany  would  exact- 
ly supply  eaeb  others  demand :  that,  for  instance,  if  Eng- 
lainl  wanted  at  that  price  17,000  yards  of  linen,  Germany 
would  want  exactly  the  10,000  yards  of  cloth,  which,  at 
that  price,  England  would  be  required  to  give  for  the  linen. 
Under  these  suppositions  it  appeared,  that  10  cloth  for  17 
linen,  would  he,  in  point  of  fact,  tlie  international  values. 

Bnt  it  is  qnite  possible  that  some  other  rate,  such  as  10 
cloth  for  18  linen,  tnight  also  fulfil  the  conditions  of  the 
equation  of  international  demand.  Sn]>pose  that  at  this  last 
rate,  Englimd  wmild  want  more  linen  than  at  the  rate  of  10 
for  17,  but  not  in  the  ratio  of  the  cheapness ;  that  she  would 
not  want  the  18,000  which  she  could  now  buy  with  10,000 
yards  of  cloth,  but  would  he  content  with  17,500,  for  which 
she  would  pay  (at  the  new  rate  of  10  for  IS)  9722  yards  of 
cloth.  Gennany,  again,  having  to  pay  dearer  for  eloth 
than  when  it  could  be  bought  at  10  for  17,  would  probably 
reduce  her  consumption  to  an  amount  below  10,000  yards, 
perh!i]>s  to  the  very  same  number,  9722.  Under  these  con- 
ditions the  Equation  of  International  Demand  would  still 
exist.  Thus,  the  rate  of  10  for  17,  and  that  of  10  for  18, 
wotild  eqtially  satisfy  the  Equation  of  Demand  :  and  many 
otlier  rates  of  interchange  might  satisfy  it  in  like  manner. 
It  is  ^oDccivshlo  that  the  conditions  might  be  equally  satis- 
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fied  by  every  tmnierical  rate  which  could  be  suppused. 
There  is  still  therefore  a  portion  of  iadetenninateness  in  the 
rate  at  which  the  iuternatioual  values  would  adjust  iheui- 
selves ;  showing  that  the  wliole  of  tlie  iiiHueiK-iiii;  uircum- 
etaiices  cannot  yet  have  been  taken  into  the  account, 

§  7.  It  will  be  found  that  to  supply  this  deficiency,  wo 
must  take  into  considcratioa  not  only,  as  we  have  already 
done,  the  qiiantitita  demanded  in  cacli  country,  of  the  im- 
ported commodities ;  but  also  the  cxteiit  of  the  means  of 
supplying  that  demand,  wiiich  are  set  at  liberty  in  each 
country  by  tlie  cliange  in  the  direction  of  its  indiiBtry. 

To  ilhistrate  this  point  it  will  l»e  necessary  to  ciiooae 
more  convenient  numbers  than  those  wliich  we  have  hither- 
to employed.  Let  it  Ite  siippofled  that  in  Englan*!  100  yards 
of  cloth,  ]>revionsly  to  the  trade,  exchanged  for  100  of  liTien, 
but  that  in  Germany  100  of  cloth  exuhanged  for  200  of 
linen.  When  the  trade  was  opened,  England  would  supply 
cloth  to  Germany,  Gcrniauy  linen  to  England,  at  an  ex- 
change value  which  would  depend  partly  on  the  clement  al- 
ready discussed,  viz.  the  comparative  degree  in  which,  in 
the  two  countries,  increased  cheapness  oper;ites  in  increasing 
the  demand  ;  and  partly  on  some  other  element  not  yet 
taken  into  account.  In  order  to  isolate  this  unknown  ele- 
ment, it  will  he  necessary  to  make  some  definite  and  invari- 
able supposition  in  regard  to  the  known  clement.  Let  iis 
therefore  assume,  that  tlie  infiuence  of  cheapness  on  demand 
conforms  to  some  simple  law,  common  to  both  countries 
and  to  both  commodities.  As  the  simplest  and  most  conve- 
nient, let  us  suppose  tliat  in  both  countries  any  given  in- 
crease  of  cheapness  ]>roduco8  an  exactly  proportional  in- 
crease of  consumption :  or,  in  other  words,  that  the  value 
expended  in  the  commodity,  the  cost  iucuiTcd  for  the  sake 
of  obtaining  it,  is  always  the  same,  whether  that  cost  aflfords 
II  greater  or  a  smaller  quantity  of  the  commodity. 

Let  us  now  suppose  that  England,  previously  to  the 
trade,  required  a  milliou  oi'  yards  of  lineu,  ■w\\\t\v  "^vst^ 
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worth,  at  the  EngUsli  cost  of  production,  a  niQlion  yards  of. 
cloth.  By  tiirnuig  all  the  labour  aa<l  eajiitul  wilh  which 
that  linen  was  pruducciAj  to  the  production  of  cloth,  she 
would  produce  fur  ex|jortution  a  million  yards  of  cloth. 
Sujjpube  that  this  is  the  exact  quantity  which  Gerraauy  is 
accuKtoraud  to  consume.  Kugland  can  di^^pose  of  all  this 
cloth  in  Germany  at  the  Geruiau  price  j  she  must  couaeut 
indeed  to  take  a  little  lesfi  until  she  has  drivL-n  the  Germau 
producer  from  the  market,  but  as  soon  as  tliis  is  etfeeted, 
she  can  sell  lier  million  of  cluth  for  two  inilliDus  of  linen  ; 
being  the  quantity  that  the  Gennau  clothiers  are  enabled  to 
make,  by  transferring  their  whole  labour  and  capital  from 
cloth  tu  linen.  Thug  England  would  gain  the  whole  benefit 
of  the  trade,  and  Germany  nothing.  Tliis  would  be  per-  fl 
fectly  consistent  witli  the  equation  of  international  demand  : 
since  England  (acoording  to  the  hypothesis  in  the  i>receding 
paragraph)  now  requires  two  millionB  of  linen  (being  ablo  H 
to  get  them  at  the  same  cost  at  which  she  previously  ob- 
tained only  one),  while  the  prices  iu  Germany  not  being  al- 
tered, Genuany  required  as  before  exactly  a  million  of 
cloth,  and  ean  obtain  it  by  employing  the  labour  and  capi- 
tal set  at  liberty  trom  the  production  of  cloth,  in  producing 
the  two  millions  of  linen  rei{uired  b}'  England. 

Thus  far  we  have  supposed  that  the  additional  cloth 
whieh  England  i-ouhl  make,  by  transferring  to  cloth  the 
whole  of  tlie  capital  previously  employed  in  making  linen, 
was  exactly  sufficient  to  supply  the  whole  of  Germany's 
existing  demand.  But  suppose  next  that  it  is  more  than 
sufficient.  Suppose  that  while  England  cfmld  make  M*ith 
her  liberated  capital  a  million  yards  of  cloth  for  ex))ortation,  ■ 
the  cloth  w^hif^h  Gerninny  bad  heretofore  required  was 
800,000  yards  only,  equivalent  at  the  Germmi  cost  of  pro- 
duction to  1,600,000  yards  of  linen.  England  therefore  H 
could  not  dispose  of  a  whole  million  of  clotli  in  Germany  at 
the  German  prices.  Yet  she  wants,  whether  cheap  or  dear 
(by  our  supposition),  as  much  linen  as  can  be  bought  for  a 
million  of  doth  ;  and  since  this  can  only  be  obtained  &om 
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Germany,  or^  by  the  more  expeneive  ]>roces6  of  productiou 
at  home,  the  holders  of  the  million  of  cloth  will  be  forced 
iiy  each  others  eompetitiou  to  offer  it  to  Gerumii y  on  aiiy 
terms  (short  of  the  English  eo!^t  of  production)  which  will 
induce  Germany  to  take  the  whole.  What  terms  these 
would  be,  the  supposition  we  Luvu  made  enables  us  exactly 
to  define.  The  800,000  yards  ol'  clotli  which  Germany  eon- 
simied,  cost  her  the  e^juivalent  of  1,HOO,IH)0  linen,  and  that 
invariable  cost  is  what  she  is  willing  to  exjxind  in  cloth, 
whether  the  quantity  it  obtains  for  her  be  more  or  less. 
England  therefore,  to  iudni-e  Gerniany  to  take  a  million  of 
cloth,  must  offer  it  for  1,600,000  of  linen.  The  international 
values  will  thus  be  100  cloth  for  IfiO  linen,  intcmiediate  be- 
tween the  ratio  of  the  costs  of  produtititju  in  England  and 
that  of  the  costs  of  production  in  Germany ;  and  the  two 
countries  \vill  divide  the  benefit  of  the  trade,  England  gain- 
ing in  the  aggregate  *jO0,00(i  yards  of  linen,  and  Germany 
being  richer  by  200,000  additional  yai*ds  of  cloth. 

Let  us  now  stretch  the  last  sui>position  stiLl  farther,  and 
suppose  that  the  cloth  previously  consumed  by  Germany 
was  not  only  less  than  the  million  yards  which  England  b 
enabled  to  ftimish  by  discontinuing  her  production  of  linen, 
but  less  in  the  ftill  proportion  of  England's  advaiitarre  in  the 
production,  that  is,  that  Germany  only  required  half  a  mil- 
lion.    In  this  case,  by  ceasing  altogether  to  produce  cloth, 
Gcrimmy  can  add  a  million,  but  a  million  only,  to  her  ])ro- 
duction  of  linen,  and  this  million  being  the  equivalent  of 
what  the  hnlf  niilllon  previously  cost  her,  is  all  that  she  can 
be  induced  by  any  degree  of  cheapness  to  expend  in  cloth. 
England  will  be  forced  by  her  own  competition  to  give  a 
whole  million  of  cloth  for  this  million  of  linen,  just  as  she 
was  forced  in  the  preceding  case  to  give  it  tor  1,000,000. 
But  England  could  have  produced  at  the  same  cost  a  mil 
lion  yards  of  linen  for  herself.     England  tlierefore  derives, 
in  tliis  case,  no  advantage  froni  the  intemational  trade, 
Germany  gains  the  whole  ;  obtaiiibig  a  million  of  clotli  in- 
stead of  half  a  million,  at  what  the  half  m\VV\0Tv  T^Te\\o>a^^ 
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cost  her.  Germany,  in  short,  is,  in  this  third  case,  exactly 
in  the  same  situation  as  England  was  in  tlio  first  case ;  which 
may  easily  be  veritied  l»y  reversing  die  tigures. 

As  a  general  result  of  the  three  cases,  it  may  be  laid 
down  as  a  theorem,  that  under  the  supposition  we  have 
made  of  a  demand  exactly  in  proportion  to  the  cheapness; 
the  law  of  iiitematiuual  value  will  be  as  follows: — 

The  whole  of  tlie  cloth  which  England  can  make  with 
the  capital  previously  devoted  to  linen,  will  exchange  for 
the  whole  of  the  linen  which  Germany  can  make  \vith  the 
capital  previously  devoted  to  cloth. 

Or,  etill  more  generally, 

The  whole  of  the  commodities  which  the  two  countries 
can  respectively  maky  for  exportation,  with  the  labour  and 
capital  thrown  out  of  employment  by  importation,  will  ex- 
change against  one  anotlier. 

This  law,  and  the  three  different  possibilities  arising 
from  it  in  respect  to  the  division  of  the  advantage,  maybe 
conveniently  generalized  by  means  of  algebraical  symbols, 
as  follows : — 

Let  the  quantity  of  cloth  which  England  can  make  with 
the  labour  and  capital  withdrawn  from  the  production  of 
linen,  be  =  n. 

Let  the  clotli  [ircviously  required  by  Germany  (at  the 
Gi3rman  cost  of  production)  be  =  m. 

Then  ti  of  clutU  will  always  exchange  for  exactly  2m  of 
luicn. 

Consecpiently  if  n=7n.,  the  whole  advantage  will  be  on 
the  side  of  England, 

If  n=2fn,  the  whole  advantage  will  be  on  the  side  of 
Germany. 

If  n  be  greater  than  wi,  but  less  than  2»z,  the  two  coun- 
tries will  share  the  advantage ;  Englanil  getting  2m  of  linen 
where  she  licfijre  got  only  n  /  Germany  getting  n  of  cloth 
where  she  before  got  only  m. 

It  ifi  almost  superfluous  to  observe  that  the  figure  2 
stands  whei'e  It  does,  only  because  it  is  the  figure  which  ex- 
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presses  the  advautage  of  Germany  over  England  in  linen  ati 
estimated  in  cloth,  and  (wliat  is  the  same  tiling)  of  England 
over  Germany  in  clotli  as  estimated  in  linen.  If  wc  had 
6«pjj06ed  that  in  Gerumuy,  before  tlie  trade,  lOU  of  cloth 
exchanged  for  1000  instead  of  200  of  lioeu,  then  n  (after  the 
trade  commenced)  would  have  exchanged  for  Khn  instead  of 
2//t.  If  instead  of  lUOO  or  200  wo  had  snppoped  only  150, 
n  woidd  have  exchanged  for  only  Im.  ll'  (in  fine)  the  cost 
value  of  cloth  (as  esLinmted  in  linen)  in  Germauy,  exceeds 
the  cost  value  similarly  estimated  in  England,  in  the  ratio 
of  p  to  rjy  then  will  n,  after  tlie  opening  of  the  trade,  ex- 
change for  ''/ft.* 


•  It  may  be  aiikcd,  whv  we  have  snppoBCd  the  nomber  n  to  htTc  is  Its  ex- 
treme Umils,  m  anil  3  in  (or  -m)  ?  wby  nukv  not  n  be  less  than  m,  or  greater 
ihiui  2?«  ;  and  if  bo,  what  will  be  tlie  result  ? 

Thin  wu  hLoII  HUH'  exuniiuc,  ant!  wlicn  w^  do  so  U  n-ill  appear  that  n.  is 
aliraySf  practicully  R[>enkiiig,  u^nHutd  tritliin  Lhe^  limits. 

Suppose  for  exainplw  (bat  n  is  1««<  than  m  ;  or,  reverting  to  our  furmtT 
figures,  that  tlic  tuJIliou  vanLt  of  cloth,  which  England  cJin  make,  will  not  satisfy 
Uie  whole  of  Germany's  pre-existing  demand;  that  demand  being  (k't  us  sup- 
paw)  for  1,200,0<X)  yards.  It  would  tlieit,  at  (irst  sighl,  appeiir  thiit  Knglaod 
voidd  supply  Germany  witb  uKttli  up  to  tlic  extent  of  a  million ;  that  Oorinuuy 
would  conliDUC  10  supply  b'Pi'st'lf  with  the  remaining  2fMt,flO0  by  home  produc- 
tioD :  that  this  portion  of  the  supply  would  regulate  the  price  of  the  whole ;  that 
England  thLrelure  would  be  (U)Ie  pormanently  to  Kell  her  millioa  of  cloth  at  thft 
German  cout  of  production  [y'lz,  foi'  two  uiilliona  of  linen)  aiid  would  gain  tlie 
whole  advdntage  of  the  trado,  Germany  beiiig  no  bettor  off  than  before. 

That  such.  liowcTcr,  would  not  be  the  practical  result,  will  sodq  be  evident. 
The  residuary  demand  of  Germany  for  200.000  yurds  of  cloth  furnishes  A  re- 
eoupce  to  Enjibind  for  jmrpo^es  of  fri.rei{;ri  trade  of  which  it  ia  still  her  iiilerwtt 
to  avail  herself;  and  though  she  haa  no  more  labour  and  capital  which  she  cau 
withdraw  from  linen  for  the  production  of  Uiis  extra  qnantity  of  eloth.  there 
must  he  some  otiier  commodities  in  which  Germany  has  a  relative  advantajre 
over  her  (though  perhaps  not  so  great  as  in  linen) :  these  rfie  will  now  import, 
instead  of  produein*;,  and  the  labour  and  capital  formerly  employed  in  producing 
ibcm  wfU  be  transferred  to  clolli,  until  the  required  amount  is  made  up.  If  tliia 
iransfer  just  makes  up  the  200,0Cm^  and  no  mori',  this  aufjtnffrited  n  will  now  be 
equal  to  »»  ;  England  will  pell  the  whole  1.2(M'i,noo  at  the  German  valuca;  and 
will  still  gain  the  wholp  advantape  of  the  trade.  But  if  the  transfer  makes  up 
nure  than  tke  2O0,04DO,  Engbind  will  have  more  doth  tlian  l,20[),r>iiO  yards  to 
ollbr ;  »  will  become  plater  xhxm  m,  aod  England  must  pwl  v\lJLi  «.tii.tu^  ul  "Ohq 
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§  8.  We  have  bow  arrived  at  what  seems  a  law  of  In- 
ternational Values,  of  great  simplicity  and  generality.  But 
we  have  done  bo  hy  setting  out  from  a  purely  arbitrary  hy- 
pothesis respecting  the  relation  l>etweon  demand  and  cheap- 
ness. We  have  assumed  tlieir  relation  to  Ih;  fixed,  though 
it  is  essentially  variable.  Wo  have  supposed  that  cverv  in- 
crease of  c;beapnt*BS  produces  an  exactly  pru|jortitinal  exten- 
eion  oi  demand  ;  in  other  words,  that  tlie  same  invariable 
value  is  laid  out  in  a  eomuiodity  whetber  it  be  ebeap  or 
dear ;  and  the  law  which  we  have  investigated  holds  good 
only  on  this  hyijotbesis,  or  some  other  practically  equiva- 
lent to  it.  Let  us  now,  therefore,  combine  the  two  variable 
elements  of  the  question,  the  variations  of  each  of  which  we 
have  considered  separately.  Let  us  suppose  the  relation 
between  demand  and  cheapness  to  vary,  and  to  become 
such  as  would  prevent  tlie  rule  of  interchange  laid  down  in 
the  last  theorem  from  satistying  the  conditions  of  the  Equa- 
tion of  Interaatlonal  Demand.  Let  it  be  supposed,  for  in- 
stancCj  that  the  demand  of  England  for  linen  is  exactly  pro- 
portional to  the  cheapness,  but  that  of  Germany  for  cloth,  not 
proportional.  To  revert  to  the  second  of  our  three  cases,  the 
case  in  M-hich  England  by  discontinuing  the  production  of 
linc7i  could  produce  for  exportation  a  million  yards  of  cloth, 
and  Germany  by  ceasing  to  produce  clotli  could  produce  an 
additional  1,600,000  yards  of  linen.  If  the  one  of  those  quan- 
tities exactly  exchanged  for  the  other,  the  demand  of  Eng- 
land would  on  our  present  supposition  be  exactly  satisfied, 
for  ?be  requires  all  the  linen  which  can  be  got  for  a  million 
yards  of  cloth  :  but  Germany  jjcrhaps,  though  she  required 
800,000  cloth  at  a  cost  equivalent  to  1,600,000  linen,  yet 
when  she  can  get  a  million  of  cloth  at  the  same  cost,  may 
not  require  tlie  wlnile  million  ;  or  may  require  more  than  a 
million.     First,  let  her  not  require  so  much ;  but  only  as 


ftdvantfl^e  to  ioduoc  Germany  to  take  tlio  surplus.  Thus  tlie  casie  which  eeemed 
at  first  sight  to  be  boyond  the  llmlta,  is  tningfonnwi  prnctiwillv  into  a  casD  L-ilher 
coineidiug  with  oao  of  the  limita  or  between  them.  And  so  irith  every  other 
«syef  nJiJch  caa  be  supposed. 
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icli  as  she  can  now  buy  for  1,500,000  linen.  England 
will  still  offer  a  million  for  these  1,500,000,  bnt  even  this 
may  not  induce  Germany  to  take  so  much  as  a  niillioii ; 
and  if  England  continues  to  expend  exactly  tlie  same  ag- 
gregate cost  on  linen  whatever  be  the  price,  slie  will  have 
to  submit  to  take  for  lier  million  of  cloth  any  quantity  of 
linen  (not  less  than  a  million)  which  may  be  requisite  to 
induce  Germany  to  take  a  million  of  clotli.  Siippose  this 
to  be  1,400,000  y:irds.  England  has  now  reaped  frum  the 
trade  a  gain  not  of  600,0UU  but  only  of  400,000  yards; 
while  Germany,  besides  having  obt^iined  an  extra  200,- 
000  yards  of  cloth,  has  obtained  it  with  only  seven-eighths 
of  the  labour  and  capital  which  she  previously  expended  in 
supplying  licr^elf  with  cloth,  and  may  expend  the  remain- 
der in  increasing  her  own  consumption  of  linen,  or  of  any 
utiier  commodity. 

Suppose  on  the  contrary  that  Germany,  at  the  rate  of  a 
million  cloth  for  1,600,000  linen,  requires  more  than  a 
million  yards  of  cloth.  England  having  only  a  million 
which  she  can  give  without  trenching  upon  the  quantity 
she  previously  reserved  for  herself,  Germany  must  bid  for 
the  extra  clotli  at  a  higher  rate  than  IGO  for  100,  until  she 
reaches  a  rate  {say  170  for  100)  which  will  either  bring 
down  her  own  demand  for  cloth  to  the  limit  of  a  million,  or 
else  tempt  England  to  part  with  some  of  the  cloth  she  pre- 
viously consumed  at  home. 

Let  us  next  suppose  that  the  proportionality  of  demand 
to  cheapness,  instead  of  liolding  good  in  one  country  but 
not  in  the  other,  does  not  hold  good  in  either  country,  and 
that  the  deviation  is  of  the  same  kind  in  both ;  that,  for 
instance,  neither  of  the  two  increases  its  demand  in  a  de- 
gree e*|uivalent  to  the  increase  of  cheapness.  On  this  sup- 
position, at  the  rate  of  one  million  cloth  for  1,000,000  linen, 
England  will  not  want  so  much  as  1,600,000  linen,  nor  Ger- 
many so  much  as  a  million  cloth :  and  if  they  fall  short 
of  that  amount  in  exactly  the  same  degree  ;  if  England  only 
wants  linen   to  the  amount  of  nine-tent\\6  oi  \,^^s^^*^ 
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(1,440,000),  and  Germany  only  nine  luindred  thousand  of 
clotli,  the  interchange  will  continue  to  take  place  at  the  same 
rate.  And  so  if  England  wants  a  tenth  more  than  1,600,- 
000,  and  Germany  a  tentli  more  than  a  million.  Tliis 
coincidence  (which  it  is  to  be  observed,  suppoties  demand  to 
e?rtend  dieapnes3  iu  a  corresponding,  but  not  hi  an  Cipial 
degree*)  e^^dently  conhl  not  exist  unless  by  mere  accident : 
and  in  any  other  case,  the  equation  of  international  demand 
wonld  require  a  different  adjustment  of  inteniational  values. 

The  only  general  law,  then,  which  can  be  laid  down,  la 
thi.s.  The  values  at  which  a  country  exchanges  its  ]>roduce 
with  foreign  countries  depend  on  two  things :  first,  on  tho 
nraount  and  extensibility  of  their  demand  for  its  commodi- 
tiee,  compared  with  its  demand  for  theirs ;  and  secondly, 
on  the  capita]  which  it  has  to  spare,  trom  the  production 
of  domestic  commoditiea  for  its  own  consTimption.  The 
metre  the  foreign  demand  for  its  commodities  exceeds  its 
demand  for  ioreign  commodities,  and  the  less  capital  it  can 
spare  to  produce  for  foreign  markets,  compared  with  what 
foreigners  spare  to  produce  for  its  markets,  the  more  favour- 
able to  it  \vill  be  the  terms  of  interchange  :  that  is,  the 
more  it  will  obtain  of  foreign  commodities  in  return  for  a 
given  quantity  of  its  own. 

But  these  two  influencing  circumstances  are  in  reality 
reducible  to  one ;  for  the  capital  which  a  country  has  to 
Sparc  from  the  production  of  domestic  commodities  for  its 
own  use,  is  in  pruportion  to  its  own  demand  for  foreign  com- 
motlities:  whatever  proportion  of  its  collective  income  it 
expends  in  purchases  from  abroad,  that  same  proportion  of 
its  capital  is  left  without  a  home  market  for  its  productions. 
Tlic  new  element,  therefore,  which  tor  the  sake  of  scientific 
correctiKitis  we  have  introduced  into  the  theory  of  interna- 
tional values,  does  not  seem  to  make  any  very  material  dif- 

•  Tliu  increase  of  dyntmnfl  from  800,000  to  eOO,0()i»,  antl  that  from  u  million 

to  l,440,*lflO,  are  neither  etiunl  id  themscU'ea,  nor  bear  nn  equal  proportion  to 

the  iocreane  of  chcapnu^ss.     Germany's  tlcnmnd  for  cloth  has   increaAed  one* 

("ifthth,  nkile  the  cheapness  is  increased  oiie-fourth.    Eitjrland's  dornaiid  for  Uneu 

ig  iucreased  44  per  cent,  while  the  uhoapneas  i*  mcrviwed  60  pur  cent 


fercnce  in  the  practical  result.  It  still  appears,  that  the  coun- 
tries which  carry  on  their  foreign  tra*le  on  the  most  advan- 
tageous temis,  are  those  whose  commodities  are  most  in  de- 
mand by  foreign  countries,  and  wluch  have  themselves  tlie 
leaat  demand  tor  tbreigu  commodities.  From  which,  among 
other  con&equeueeBj  it  follows,  that  the  ricliest  countries, 
ccBtens  parilmj  gain  the  least  hy  a  given  amount  of  foreign 
commerce  :  Biuce,  having  a  greater  demand  for  commodities 
generally,  they  are  likely  to  have  a  greater  demand  for  for- 
eign commodities,  and  thus  mo<lify  the  terms  of  interchange 
to  their  own  disadvantage.  Their  aggregate  gains  by  for- 
eign trade,  doubtless,  are  generally  greater  than  those  of 
poorer  countries,  since  they  carry  on  a  greater  aiuovint  of 
such  trade,  and  gain  the  benefit  of  cheapness  on  a  larger 
consmnption  :  but  tlieir  gain  is  Jess  on  each  individual  ar- 
ticle consimied. 

§  9.    We  now  pass  to  another  essential  part  of  the 
theory  of  the  subject.     There  aie  two  senses  in  which  a 
country  obtains  commodities  cheaper  by  foreign  trade;  in 
the  sense  of  Value,  and  in  the  sense  of  Cost.     It  gets  them 
cheaper  in  the  first  sense,  by  their  falling  in  value  relatively 
to  other  things  :  the  same  (piantity  of  them  exchanging,  in 
the  country,  for  a  smaller  quantity  than  before  of  the  other 
produce  of  the  country.     To  revert  to  our  original  figures  ; 
in  England,  all  consumers  of  linen  obtained,  after  the  trade 
was  opened,  17  or  some  greater  number  of  yartls  tor  the 
same  quantity  of  all  other  things  for  which  they  before  ob- 
tained only  15.     The  degree  of  cheapness,  in  this  sensie  of 
the  term,  depends  on  the  laws  of  International  Demand,  so 
copiously  illustrated  in  the  preceding  sections.     But  in  the 
other  sense,  that   of  Cost,   a  country  gets   a  commodity 
cWper,  when  it  obtains  a  greater  quantity  of  the  com- 
modity with  the  same  expenditure  of  labour  and  capital. 
hi  this  sense  of  the  term,  cheapness  in  a  great  measure  de- 
pcniis  upon  a  cause  of  a  different  nature :   a  country  gets 
Its  imports  cheaper,  in  proportion  to  the  gcnera\  ipTo^ucCvj^i- 
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ness  of  its  domt'stu;  industry ;  to  the  general  efficiency  of 
its  labour.  Tlic  labour  of  one  counti'y  may  bCj  as  a  whole^ 
much  more  eliicicnt  tluiu  that  uf  another  :  all  or  most  of  tbo 
commodities  capable  of  beitig  jtroduced  in  both,  may  be 
proiluced  in  one  at  le&B  absolute  cost  than  m  the  other ; 
■whicli,  as  we  have  seen,  will  not  niHicssarily  prevent  the  two 
countries  from  exeliau^iu^  eommuditiey.  Tbe  things  whii-h 
the  more  favoured  country  will  import  from  otberH,  are 
of  course  those  in  which  it  is  least  superior  ;  but  by  import- 
ing them  it  a(M|uireB,  even  in  those  eomniotlities,  the  same 
advantage  which  it  poascsses  in  the  articles  it  gives  in  eS' 
change  for  tliem.  Thus  the  countries  which  obtain  their  own 
productions  at  least  cost,  also  get  their  imports  at  least  cost. 

This  will  be  made  still  more  obvious  if  we  suppose  two 
competing  countries.  England  sends  cloth  to  Germany, 
and  gives  10  yards  of  it  for  17  yards  of  linen,  or  for  some- 
thing else  whicrh  in  Germany  is  the  equivalent  of  those  17 
yards.  Another  country,  as  for  example  France,  does  the 
same.  The  one  giving  10  yards  of  cloth  for  a  certain  quan- 
tity of  Gerniati  commodities,  so  must  the  other:  if^  there- 
fbre,  in  England,  tlicse  10  yards  are  produced  by  only  half  as 
much  labour  as  that  by  which  they  are  produced  in  France, 
the  linen  or  other  commodities  of  Germany  will  cost  to 
England  only  half  the  amount  of  labour  which  they  will  cost 
to  France.  England  would  thus  obtain  her  imports  at  less 
cost  than  France,  in  the  ratio  of  the  greater  efficiency  of  her 
labour  in  the  production  of  cloth  :  which  might  be  taken, 
in  riie  case  supposed,  as  an  approximate  estimate  of  the 
efficiency  of  her  labour  generally  ;  since,  France,  as  well  as 
England,  by  selecting  cloth  as  her  article  of  export,  would 
have  shown  that  with  her  also  it  was  the  commodity  in 
which  labour  was  relatively  the  must  ctficient.  It  follows, 
therefore,  that  every  countiy  gets  its  imports  at  less  cost, 
in  proportion  to  the  general  efficiency  of  its  labour. 

This  proposition  was  first  clearly  seen  and  expounded  by 
Mr.  Senior,  *  b\it  only  as  applicable  to  the  importation  of  the 
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precious  metaU.  1  thiuk  it  iinportuiit  to  point  out  tliat  the 
proposition  lioUls  equally  true  of  all  otlior  imported  commodi- 
ties; aiid  fiirthtr,  tliat  it  is  only  a  portion  of  the  truth. 
For,  iu  the  case  eupposeil,  the  oust  to  England  of  the  linen 
which  she  pays  for  with  ten  yarda  of  tloth,  does  not  depend 
solely  upon  the  cost  to  herself  vi'  tea  yards  of  cloth,  but 
partly  also  ujjon  how  many  yards  of  linen  she  obtains  iu  ex- 
change for  them.  AVhat  her  imports  cost  to  her  is  a  fuuetiou 
of  two  variables ;  the  (juautity  of  her  own  commodities  which 
she  gives  for  them,  and  the  cost  of  those  commodities.  Of 
these,  the  last  alone  depends  on  the  etiiL-iency  of  her  labour : 
the  first  depends  on  the  law  of  international  values;  that  is 
on  the  intensity  and  extensibility  of  the  foi'eign  demand  for 
her  commodities,  com})arcd  with  her  demand  for  foreign 
commodities. 

In  the  case  just  now  supposed,  of  a  competition  between 
England  and  France,  the  state  of  international  vahies  atfeeted 
both  competitors  alike,  since  they  were  supposed  to  trado 
with  the  same  country,  and  to  export  and  inii>ort  the  sfime 
commodities.  The  ditfcrencc,  therefore,  in  what  their  im- 
ports cost  them,  depended  solely  on  the  otlier  cause,  the  nn« 
equal  effieienoy  of  their  labour.  They  gave  the  same  quan- 
tities ;  the  difference  could  only  be  in  tlic  cost  of  production. 
But  if  England  traded  to  Genuany  with  cloth,  imd  France 
with  iron,  tlie  com]»arative  demand  in  Germany  fur  those  two 
commodities  would  bciir  a  share  in  di'termiiiing  the  com- 
parative cost,  in  labour  and  capital,  with  winch  England 
and  France  would  tilUiiIri  German  products.  If  iron  were 
more  in  demand  iu  Germany  than  cioth,  France  would  re- 
cover, through  that  channel,  part  of  her  disadvantage ;  if  less, 
her  disadvantage  would  be  increased.  The  efficiency,  there- 
fore, of  a  country's  labour,  is  not  the  only  thing  which  deter- 
mineft  even  the  cost  at  which  that  country  obtains  imported 
commodities — -while  it  has  no  share  whatever  in  determinijig 
either  their  exchange  vcUuej  or,  as  we  shall  presently  see, 
\he\Tpnce. 


§  1.  The  degree  of  progress  which  we  have  now  made 
in  the  t!iw»ry  of  Foreign  Trade,  puts  it  in  our  power  to  sup- 
ply wliat  was  jireviouBly  deficient  in  our  view  of  tlie  theory  of 
Money ;  and  this,  when  completed,  will  in  its  turn  enahle  us 
to  coiKjlude  the  snhject  of  Foreign  Trade. 

Money,  or  the  material  of  wlik-h  it  is  composed,  is,  in 
Great  Britain,  and  in  most  otlier  countries,  a  foreign  couimo- 
dity.  Its  value  and  distribution  must  therefore  be  regulated, 
not  by  the  law  of  value  which  obtains  in  adj.'/^ent  places,  but 
by  that  w]iich  h  apjilicable  to  imported  commodities — tlie 
law  of  International  Values. 

In  the  discussion  Into  which  we  are  now  about  to  enter,  I 
shall  use  the  terms  Money  and  the  Precious  Metals  indiscri- 
minately. ThiH  may  be  done  without  leading  to  any  error; 
it  having  been  shown  that  the  value  of  money,  when  it  con- 
sists of  the  precioiic!  mi'tahs,  or  of  a  paper  currency  convertible 
into  them  on  demand,  is  entirely  governed  by  the  value  of  the 
metals  themselves:  from  which  it  never  permanently  differs, 
except  by  the  expense  of  coinage  when  this  is  paid  by  the 
individual  and  not  by  the  state. 

Money  is  brought  into  a  country  in  two  dififcrent  ways. 
It  is  imported  (chii-lly  in  the  form  of  huUiori)  like  any  other 
merchandizoj  as  being  an  advantageous  article  of  commerce. 
It  is  also  imported  in  its  other  character  of  a  medium  of 
exchange,  to  pay  some  debt  dne  to  the  country,  cither  for 
^xtods  twpjrtcd  or  on  any  other  account.     There  iire  oti 
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ways  in  wliich  it  may  be  introduced  casually ;  these  are  tUe 
two  in  which  it  is  received  in  the  ordinary  course  of  business, 
and  which  determine  its  value.  Tlie  existence  of  these  two 
distinct  modes  in  which  money  flows  into  a  country,  while 
other  commodities  are  habitually  introduced  only  in  the  first 
of  these  modes,  occasions  somewhat  more  of  complexity  and 
obscurity  than  exists  in  the  case  of  other  commodities,  ajid 
for  this  reason  only  is  any  special  and  minute  exposition 
neceeearv. 


§  2,  In  80  far  as  the  precious  metals  are  imported  in  the 
ordinary  way  of  commerce,  their  value  must  depend  nn  the 
same  causes,  and  conform  to  the  same  laws,  as  tlie  value  of 
any  other  foreign  production.  It  ia  in  this  mode  chietly  that 
gold  and  silver  ditfiisc  themselves  from  the  mining  countries 
into  all  other-parts  of  the  conmaercial  world.  Tliey  are  the 
staple  commodities  of  those  countries,  or  at  least  are  among 
their  great  articles  of  regular  export;  and  are  shipped  on 
speculation,  in  the  same  manner  as  other  ex}Jortable  com- 
modities. The  quantity,  therefore,  which  a  comitrj'  (say  Eng- 
land) will  give  of  its  own  produce,  for  a  certain  quantity  of 
bullion,  will  depend,  if  we  snjipoBC  only  two  countries  and 
two  commoditieSj  njion  the  demand  in  England  for  bulliun, 
compared  with  the  demniid  in  the  mining  country  (which  we 
will  call  Brazil)  for  what  England  has  to  give.  Tliey  must 
exchange  in  such  proportions  aa  will  leave  no  unsatisfied 
demand  on  either  side,  to  alter  values  by  its  competition. 
The  bullion  requiretl  hy  England  must  exactly  pay  for  the 
cottons  or  other  English  commodities  required  by  Brazil.  If, 
however,  we  substitute  for  this  simplicity  the  degree  of  com- 
plication which  really  exists,  the  equation  of  international 
demand  must  be  established  not  between  the  bullion  wanted 
in  England  and  the  cotluns  or  broadcloth  wanted  m  Brazil^ 
but  between  tlie  whole  of  the  imports  of  England  and  the 
whole  of  her  exports.  Tlie  demand  in  foreign  countries  for 
English  products,  must  be  brought  into  equilibrium  ^viththe 
demand  in  England  for  the  products  of  foreign  covm.tnfi%\  a.\A 
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all  foreign  comraodities,  bullion  amoTig  the  rest,  imist  be 
exchanged  agaiiiijt  English  products  lu  such  |H'(jportiotus,  aa 
will,  hy  tlie  eiioct  tliey  produce  on  the  demuudj  ebtablioh  this 
etiuilihriurn. 

Tliei'e  is  uotiiing  in  the  peculiar  nature  or  uses  of  the 
prt:<ii<nis  metals,  which  should  mako  them  an  exception  to 
the  guiieral  priiujiples  of  demand.  So  far  aa  they  are 
wanted  for  purposes  of  luxury  or  the  arts,  the  demand  in- 
creases with  the  cheapness,  in  the  same  irregtilar  way  as 
the  demand  for  any  other  commodity.  So  far  as  they  ai*e 
required  for  money,  the  demand  increases  ivith  the  elieap- 
ness  in  a  porlectly  reij^uhir  way,  the  quantity  needed  being 
always  in  inverse  proportion  to  tlie  value.  This  is  tlie  only 
real  difference,  in  respect  to  demand,  between  money  and. 
other  tilings ;  and  for  the  present  purpose  it  is  a  difference 
altogether  immaterial. 

Money,  then,  if  imported  solely  as  a  merchandize,  will, 
like  other  imported  eommoditieSj  be  ctf  lowest  value  in  the 
countries  for  whose  exports  there  is  the  greatest  foreign  de- 
mand, and  which  have  themselves  the  least  demand  for 
foreign  commodities.  To  these  two  circumstances  it  is  how- 
ever necessary  to  add  two  others,  which  produce  tlieir  effect 
through  cost  of  carriage.  The  eoat  of  obtaining  bullion  is 
compoimded  of  tw"o  elements  ;  the  goods  given  to  purchase 
it,  and  the  expense  of  traiis])0rt  ;  of  which  last,  the  bullion 
countries  will  bear  a  part,  (tbougli  an  uncertain  part,)  in 
the  adjustment  of  international  values.  The  expense  of 
transport  is  j^artly  that  of  carrying  the  go<»ds  to  the  bullion 
countries,  and  partly  that  oi'  bringing  back  the  bullion  : 
both  these  items  arc  influenced  by  the  distance  from  tlie 
mines;  and  the  former  is  also  much  affected  liy  the  bulki- 
ness  of  the  goods.  Countries  whose  exportable  produce 
consists  of  the  finer  manufactures,  obtain  bullion,  ae  well  as 
all  other  foreign  articles,  cceteris  jxirihis^  at  less  expense 
than  countries  which  export  nothing  but  bulky  raw  prnduce. 

To  be  quite  accurate,  therefore,  we  mxist  say — The 
conntrics  ttLoso  exportable  productions  an-   most   in  de- 
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inand  abroad,  aud  contain  greatest  value  in  smallcet  bulk,- 
wbicli  are  nearest  to  tlie  nuiicg,  and  which  Lave  least  de- 
mand for  foreign  productions,  arc  those  in  wliicli  money 
will  be  of  lowest  value,  or  in  other  words,  in  wiiicli  jiriees 
■will  hiibitually  range  the  highest.  If  we  are  speaking  not 
of  the  value  of  money,  but  of  its  cost^  (that  ib,  tlit*  cjuantity 
of  the  country's  labour  wliicli  must  be  expended  to  obtain 
it,)  we  must  add  to  these  four  eonditious  of  eheapness  a  tiilh 
condition,  namely,  "  whose  productive  industry  is  the  moet 
efficient/'  Tliiii  last,  however,  does  not  at  all  affect  the 
value  of  money,  estimated  in  commoditiea :  it  affects  the 
general  al)undinu'e  and  facility  witii  which  all  things,  moD* 
ey  and  conmiodities  together,  can  bo  obtained. 

Although,  therefore,  Mr.  Senior  is  right  in  pointing  out 
the  great  efUeiency  of  Knglirih  labour  as  the  ohiof  cause  why 
the  precious  metals  are  obtained  at  less  cost  by  Kngland  tlian 
by  most  other  countries,  I  cannot  admit  that  it  at  all  ac- 
counts for  tlieir  being  of  less  lvalue  /  for  their  going  less 
fer  in  the  purchase  of  connnodities.  This,  in  so  far  as  it  is 
a  fact,  and  not  an  illusion,  nmst  be  occasioned  by  the  great 
demand  in  foreign  countries  fur  the  staple  comniodities  of 
England,  and  the  geuerally  unbulky  character  of  those  cum- 
modities,  compared  witli  the  com,  wine,  timber,  sugar, 
wool,  hides,  tallow,  hemp,  ilax,  tobacco,  raw  cotton,  *fec.j 
which  form  the  exports  of  otlier  eomuiereial  countries. 
These  two  causes  will  accoujit  for  a  soincwhut  higher  range 
of  general  prices  in  England  than  elsewhere,  notwithstanding 
the  counteracting  iiitiuencu  of  her  own  great  deniiiiid  for 
foreign  comnnxUties.  I  am,  however,  strongly  of  opinion 
that  the  high  prices  of  commodities,  and  low  |)urchasing 
power  of  money  in  England,  are  more  apparent  than  real. 
Foo<l,  indeed,  is  soinuwhat  dearer;  and  food  composes  so 
large  a  portion  of  the  ex[)enditure  when  the  income  is  small 
and  the  family  large,  that  to  such  families  England  is  a 
dear  comitry.  Servicct^,  uko,  of  moat  descriptions,  are 
dearer  than  in  the  other  conntrtes  of  Europe,  from  the  less 
eoetiv  mode  of  living  of  the  poorer  classes  ou  the  CouVvciewV. 
34 


: 


170 


BOOK   m.     CHAPTER  XIX. 


-But  manufactured  eomiuoditics  (except  most  of  thofie  ui 
which  good  taste  is  rciiuu-t'd)  an;  decidedly  cheaper;  or 
would  be  so,  if  buyers  would  be  content  with  tlie  same 
quality  of  material  aud  of  workmausliip.  What  is  called 
the  dcarnctia  of  liviu^f  in  England,  is  mitinly  an  aifair  not 
of  necessity  but  of  foolisli  custuni ;  it  being  thought  inii»cra- 
tivo  by  all  classca  in  England  above  the  condition  of  a  day- 
labourer,  that  the  things  tliey  consume  bhould  either  bo  of 
tlie  same  quality  with  tliO:^c  used  by  much  richer  people, 
or  at  least  should  be  as  nearly  as  possible  undistiuguishablc 
from  thetn  in  outward  appearance, 

g  3.  From  the  precediTig  consideratiouR.  it  appears  that 
those  are  greatly  in  error  who  contend  that  the  value  of 
money,  in  countries  where  it  is  aii  inijwrtcd  commodity, 
must  be  cnUrdy  reguhitefl  by  its  value  in  the  countriee 
which  produce  it ;  aud  cannot  be  raised  or  lowered  in  any 
l)enuarie[it  nnniTier  unless  some  change  has  taken  place  in 
the  cost  of  production  at  the  mines.  On  the  contrary,  any 
circumstance  which  disturbs  tlie  equation  of  international 
dtMiiand  with  respect  to  a  particular  country,  not  only  may, 
but  murit,  atfV'ct  the  value  of  money  in  that  country — its 
value  at  the  mines  remaining  the  same.  The  opening  of  a 
new  branch  of  export  tra<lc  from  Enghmd  ;  nn  increase  in 
the  foreign  demand  for  English  products,  either  by  tlie  nat- 
ural course  of  events  or  by  the  abrogation  of  duties ;  a 
check  to  the  demand  in  England  for  foreign  commodities, 
by  the  laying  on  of  import  duties  in  England  or  of  export 
duties  elsewhere  ;  tlicse  antl  all  other  events  of  similar  ten- 
dency, would  make  the  imports  of  England  (bullion  and 
other  things  taken  together)  no  longer  an  crpiivaleut  for  the 
exports ;  and  the  countries  which  take  her  exports  would 
be  obliged  to  offer  their  commotHties,  and  bullion  among 
the  rest,  on  cheaper  terms,  in  order  to  re-establish  the  efjua- 
tion  of  demand  :  and  thus  England  would  obtain  money 
<'heaper,  and  would  acquire  a  generally  higher  range  of 
prices.     Incidents  the  reverse  of  these  would  produce  effects 
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the  reverse — would  reduce  prices ;  or,  in  other  words,  raise 
the  value  of  the  precious  metals.     It  must  be  observed, 

however,  tliat  mone}'  would  be  tlius  raised  iu  rahie  only 
with  respect  to  home  commodities :  iu  relation  to  all  im- 
ported articles  it  would  remain  as  before,  since  their  values 
^'ould  be  affected  in  tlie  same  way  and  in  the  same  degree 
vdth  its  own.  A  country  which,  from  any  of  the  causes 
mentioned,  gets  money  cheaper,  obtains  all  its  other  iur 
ports  cheaper  likewise. 

It  is  by  no  means  necessary  tliat  the  increased  demand 
for  English  c(tmmo<lities,  which  enables  England  to  supply 
herself  with  bullion  at  a  cheaper  rate,  ehouM  be  a  demand 
in  the  mining  countries*  England  nuglit  export  nothing 
i^hatever  to  those  countries,  and  yet  might  be  the  country 
wkicli  obtained  bullion  from  thorn  on  the  lowest  terms,  pro- 
vided there  were  a  sufficient  intensity  of  demand  in  other 
foreign  countries  for  English  goods,  which  would  be  paid 
for  circuitously,  with  gold  and  silver  from  the  mining  coun- 
tries. The  whole  of  its  exports  are  what  a  country  ex- 
changes against  the  whole  of  its  imports,  and  nut  ita  exports 
and  imports  to  and  frnm  any  one  country  ;  ami  the  general 
foreign  demand  for  its  productions  will  determine  what 
equivalent  it  nmst  give  for  imported  goods,  in  order  to  es- 
tablish an  equilibnum  between  its  sales  and  purchases  gen- 
erally ;  without  regard  to  the  maintenance  of  a  similar 
*qnilibriuiQ  between  it  and  any  country  singly. 
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1 1.  "We  have  thus  far  considered  tlie  ])reuious  metals  as 
a  c'onimuditj,  importtid  like  other  comnififlities  in  the  com- 
mon course  of  trade,  and  liave  eKamiued  what  are  the  vir- 
cnmstances  which  would  in  that  case  deternniie  their  value. 
But  those  metals  are  also  ini]H)rted  ui  auotlicr  character, 
that  wOiich  belongs  to  them  as  a  medium  of  exciiunge  ;  not 
as  an  article  of  cotumerce,  to  be  sold  for  money,  hut  as 
themselves  money,  to  pay  a  debt,  or  eftect  a  transfer  of 
property.  It  remains  to  eonsidiT  whether  the  UabiHty  of 
gold  aud  silver  to  be  transported  from  country  to  country 
for  such  purposes,  in  any  way  modifies  the  conchibions  we 
have  already  arrived  at,  or  plaucs  those  metals  under  a 
diflereiit  law  of  value  from  that  to  which,  iu  connnon  with 
all  other  imported  commodities,  they  would  he  subject  if 
international  trade  were  an  aflair  of  direct  bailer. 

Money  is  sent  from  une  country  to  another  for  various 
purpo&es  :  such  as  the  payment  of  tributes  or  subsidie* ;  re- 
mittances of  revenue  to  or  from  (lependencies,  or  of  rents  or 
other  incomes  to  their  absent  owners ;  eniigratiun  of  capi- 
tal, or  transmission  of  it  for  foreign  investment.  The  most 
usual  purpo&e,  however,  is  that  of  payment  for  goods.  To 
show  in  what  eircmnstances  money  actually  passes  trom 
country  to  country  for  this  or  any  of  the  other  purposes  men- 
tioned, it  is  necessary  briefly  to  state  the  nature  of  the  mechan- 
isui  by  which  inteiTiational  trade  is  carried  on,  when  it  takes 
/ilace  not  by  barter  but  through  the  medium  of  money. 
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§  2.  In  practice,  the  exports  and  imports  of  a  country 
not  only  are  not  excliaugeil  directly  against  eai'li  other,  but 
often  do  not  even  pass  tlirougli  tiie  same  hands.  Each  ia 
separately  bonght  and  paid  lor  with  money.  We  have 
Been,  however,  that,  even  in  the  eame  country,  money  does 
not  actually  pass  from  hand  to  hand  each  time  tliat  pur- 
chases are  made  with  it,  and  still  less  docs  tliis  happen  be- 
tween different  comitiicB.  Tiie  habitual  mode  of  paying 
and  receiving  payment  for  commodities,  between  country 
and  country,  is  by  bills  of  exchange. 

A  merchant  in  England,  A,  has  exported  English  com- 
modities, consigning  them  to  his  coi-respondcnt  B  in  France. 
Another  mercliant  in  France,  C,  has  exported  Freucli  com- 
modities, sxippofie  of  equivalent  value,  to  a  merchant  1)  in 
England,  It  is  evidently  unnecessary  that  B  in  France 
should  send  money  to  A  in  Eng]an<i,  and  that  D  in  Eng- 
land should  send  an  equal  sum  of  money  to  C  in  France. 
The  one  debt  may  be  applied  to  the  pajanent  of  the  other, 
and  the  double  cost  and  risk  of  carriage  I>e  thus  saved.  A 
draws  a  bill  on  B  for  the  amount  whicli  B  owes  to  him  ;  D, 
having  an  equal  amount  to  pay  in  France,  buys  this  bill 
from  A,  and  sends  it  to  C,  who,  at  the  expirntion  of  the 
number  of  days  which  the  bill  has  to  run,  presents  it  to  B 
for  payment.  Thus  the  debt  due  from  France  to  England, 
and  the  debt  due  from  England  to  France,  are  botia  paid 
without  sending  an  ounce  of  gold  or  silver  from  one  coun- 
try to  the  other. 

In  this  statement,  however,  it  is  supposed,  that  the  sum 
of  the  debts  due  from  France  to  England,  and  the  sum  of  those 
due  from  England  to  France,  are  equal ;  that  each  country 
has  exactly  the  same  number  of  ounces  of  gold  or  silver  to  pay 
and  to  receive.  This  inipHcs,  (if  we  exchide  fur  the  present 
any  other  international  payments  than  tliose  occurring  in 
the  course  of  commerce.)  that  the  exports  and  imports  ex- 
actly pay  for  one  another,  or  in  other  words,  that  the  equa- 
tion of  international  demand  is  established.  When  such  is 
the  feet,  the  international  transactions  are  Ut^\\\dftV*i^  Wi\v 
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out  the  passage  of  anv  money  from  one  country  to  the 
other.  But  if  there  is  a  greater  sum  due  from  England  lo 
France,  than  is  due  from  France  to  Eugland,  or  vice  versd, 
the  del)t8  cannot  be  simi'ly  written  ofi"  against  one  another. 
After  the  one  has  been  applied,  as  far  as  it  will  go,  towards 
covering  tlie  other,  the  ]>alai]iee  nui!*t  be  transmitted  in  the 
precious  metals.  In  point  of  fact,  the  merchant  who  lias  the 
amoimt  to  pay,  will  even  then  pay  for  it  by  a  bill.  "When 
a  pereou  has  a  remittance  to  make  to  a  foreign  country,  he 
docs  not  himself  search  for  some  who  has  money  to  receive 
from  that  country,  and  ask  him  for  a  bill  of  exchange.  In 
this  as  in  other  branches  of  business,  there  is  a  clabs  of  mid- 
dlemen or  brokers,  who  bring  l>uyers  and  sellers  together, 
or  stand  between  them,  buying  bills  from  those  who  have 
money  to  receive,  and  selling  bills  to  those  who  have  money 
to  pay.  When  a  customer  comes  to  a  broker  for  a  bill  on 
Paris  or  Amsterdam,  the  broker  sells  to  him,  perhaps  the 
bill  he  may  himself  have  Ijought  tJiat  morning  from  a  raer- 
ehantj  perhaps  a  bill  on  hie  own  correspondent  in  the  for- 
eign city  :  and  to  enable  his  eorrespondent  to  piiy,  when 
due,  all  tlie  bills  he  has  granted,  he  remits  to  liim  all  those 
M'hich  he  has  bought  and  has  not  resold.  In  this  manner 
these  brokers  tiike  upon  thomselvcfi  the  whole  settlement 
of  the  pecuniary  transactions  between  distant  places,  being 
remunerated  by  a  email  commission  or  percentage  on  the 
amount  of  eacli  bill  which  they  either  sell  or  buy.  Now, 
if  the  brokers  tind  that  tliey  are  asked  for  bills  on  the  one 
part,  to  a  greater  amount  tlian  bills  arc  offered  to  them  on  the 
other,  they  do  not  on  this  accoimt  refuse  to  give  them  ;  but 
since,  in  that  case,  they  have  no  means  of  enabling  the  cor- 
respondents on  whom  their  bills  are  drawn,  to  pay  them 
when  due,  except  by  transmitting  part  of  the  amount  in 
gold  or  silver,  they  require  fi-om  those  to  whom  they  sell 
bills  an  additional  price,  sufficient  to  cover  the  freight  and 
insuranee  of  the  gold  and  silver,  with  a  ]u-ofit  sufficient  to 
compensate  them  for  their  trouble  and  for  the  temporary 
?vpatiou  of  a  jxjrtion  of  tlieir  capital.    This  premium  (as 
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is  called)  the  buyers  are  willing  to  pay,  becaube  ilwy  must 
otiierwlse  go  to  the  expense  of  remitting  the  precious  Uietala 
theuiselvefi,  and  it  is  done  cheaper  by  those  Avho  make 
doing  it  a  part  of  their  especial  business.  But  though  only 
some  of  those  who  have  u  debt  to  pay  would  liave  actually 
to  remit  money,  all  will  be  obliged,  by  each  other's  eoiui)eti- 
tioDj  to  pay  tLo  premium  ;  and  the  brokers  are  for  the  tiame 
reaeou  obligtsl  to  [lay  it  to  those  whose  billii  they  buy.  Tlie 
reverse  of  all  this  happens,  if  on  tlie  eumparison  of  exports 
and  imports,  the  country,  instead  of  having  a  Imlance  to 
pay,  hiis  a  balance  to  receive.  The  brokers  find  more  bills 
offered  to  them,  than  ai'e  sufficient  to  cover  tliose  which  they 
are  required  to  grant.  Bills  on  foreign  countries  conse- 
quently fall  to  a  di&count ;  and  the  competition  anioug  the 
brokers,  which  is  exccediugly  active,  prevents  them  from 
retaining  this  discount  as  a  fwofit  for  thenieelves,  and  obligeft 
them  to  give  tlie  benefit  of  it  to  those  who  buy  the  bills  for 
purposes  of  remittance. 

Let  us  suppose  that  all  countries  had  the  same  cuiTcncy, 
as  in  the  progress  of  political  improvement  tliey  one  day  will 
have:  and,  as  the  most  familiar  to  the  reader,  though  not  the 
best,  let  us  suppose  this  currency  to  be  the  English.  "When 
England  had  tlie  sauic  number  of  pounds  sterling  to  pay  to 
France,  which  France  had  to  pay  to  her,  one  set  of  merchants 
in  England  would  want  bills,  and  another  set  would  have  billa 
to  dispuse  of,  for  the  very  same  nimiber  of  pounds  stei'liug ; 
and  consequently  a  bill  on  France  for  100^.  would  sell  for 
exactly  100/.,  or,  in  the  phraeeolog;)'  of  merchants,  the  ex- 
change would  be  at  par.  As  France  also,  on  thissujvposition, 
would  have  an  equal  tuimber  of  pounds  sterling  to  pay  and 
to  receive,  bills  on  England  would  be  at  par  in  France,  when- 
ever bills  on  France  were  at  par  in  England. 

If,  however,  England  had  a  larger  sum  to  pay  to  France 
tlian  to  receive  from  her,  there  would  ho  persons  requiring 
hillfi  on  France  for  a  greater  number  of  poimds  sterling  than 
there  were  bills  drawn  by  persons  to  whom  money  was  due. 
A  bill  on  France  lor  100/.  would  then  sell  for  BioTfc\\iM\\^>^l-, 


and  bills  woxild  be  said  to  be  at  a  prcminm.  The  premium, 
however,  could  not  exceed  the  cost  and  risk  o!'  making  the 
reiintta4ice  in  gold,  together  with  a  trifling  profit ;  because 
if  it  did,  the  debtor  would  stud  tlie  gold  itsellj  in  preference 
to  baring  the  bill 

If,  on  the  contrary,  England  )md  more  money  to  receiTe 
from  France  than  to  pay,  there  would  be  bills  otFered  for  a 
gi-eater  number  of  pounds  than  were  wanted  for  remittance, 
and  the  price  of  bills  would  fall  beluw  par:  a  bill  for  100/. 
might  be  bought  for  somewhat  less  than  lOol.,  and  bills  would 
be  said  to  be  at  a  discount. 

When  Euglanri  l»a&  more  to  pay  than  to  receive,  France 
has  more  to  receive  than  to  pay,  and  vtet  ver^'t.  When, 
therefore,  in  England,  bills  on  France  bear  a  premium,  then, 
in  France,  bills  on  England  are  at  a  dis<roiinl :  and  when 
bills  on  France  are  at  a  dis^omit  in  England,  bills  on 
England  arc  at  a  premium  in  France.  U  they  are  at  par 
in  either  country,  they  are  so,  as  we  have  already  seen,  in 
both. 

Thus  do  matters  stand  between  countries,  or  places,  wliicli 
have  the  same  currency.  So  much  of  barbarism,  however, 
still  remains  in  the  transactions  of  the  most  civilized  nations, 
that  ahnost  all  independent  countries  clioo-ie  to  assert  their 
nationality  by  having,  to  their  own  inconvenience  and  that 
of  their  neighbourSj  a  peculiar  currency  of  their  own.  To 
our  present  purpose  this  makes  no  other  difference,  than  that 
instead  of  speaking  of  e/jual  sums  of  money,  we  have  to 
speak  of  equivalent  sums.  By  equivalent  sums,  when  both 
curreneies  are  composed  of  the  same  metal,  are  meant  sums 
whicli  contain  exactly  the  same  quantity  of  the  metal,  in 
weight  and  fineness ;  but  when',  as  in  the  case  of  France  and 
England,  the  metals  are  different,  what  is  meant  is  that  the 
quantity  of  gold  in  the  one  sum,  and  the  quantity  of  silver 
in  the  other,  are  of  tiie  same  value  in  the  general  market  of 
the  world  :  there  being  no  material  dift'crcnce  between  one 
place  and  another  in  the  relative  value  of  these  metals. 
Suppose  2$  fravcs  to  be  (as  within  a  trifling  fraction  it  is) 
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the  equivalent  of  a  pound  Bterling.  Tlie  debta  and  credits 
of  the  two  countries  would  be  equal,  when  the  one  owed  as 
many  times  25  francs,  as  the  other  i>wed  pounds.  When 
this  was  the  case,  a  bill  on  France  for  2500  fran(%s  would  be 
worth  in  England  100^.,  and  a  bill  on  England  for  100^. 
would  be  worth  in  France  2500  francs.  Tlie  exchange  is 
then  said  tube  at  par:  and  25  francs  (in  reality  25  franca 
and  a  trifle  more)*  is  called  the  par  of  exchange  with  France, 
When  England  owed  to  Franco  more  than  tbe  equivalent 
of  what  France  owed  to  her,  a  bill  lur  2500  fraiics  would 
be  at  a  premium,  that  is  would  be  worth  more  than  100^. 
When  France  owed  tci  England  more  than  the  equiv- 
alent of  what  England  owed  to  France,  a  bill  for  2500 
francs  would  be  worth  less  than  100^,  or  would  be  at  a  dis- 
count. 

When  bills  on  foreign  countries  are  at  a  premium,  it  is 
ciititomary  to  say  that  the  exchanges  are  against  the  country, 
or  unfavourable  to  it.  In  order  to  understand  these  phrasoa, 
we  must  take  notice  of  what  '*  the  exchange"  in  the  language 
of  merchants,  really  means.  It  means  the  power  which 
the  money  of  the  country  lias  of  purchasing  the  money  of 
other  countries.  Supposing  25  francs  to  be  tlie  exact  i)ar 
of  exchange,  then  when  it  require&  more  than  100/.  to  buy  a 
bill  for  2500  francs,  100^.  of  English  money  are  worth  lees 
than  their  real  equivalent  of  French  money:  and  this  is 
called,  an  exchange  unfavom-able  to  England.  The  only 
persons  in  England,  however,  to  whom  it  is  really  unfavour- 
able, are  those  who  have  money  to  pay  in  France ;  for  they 
come  into  tiie  bill  market  as  buyers,  and  have  to  pay  a  ])re- 
mium  ;  but  to  those  who  have  money  to  receive  in  France, 
the  same  state  of  things  is  favourable;  for  they  come  as 
Kellers  and  receive  the  premium,  Tlic  premium,  however, 
indicates  that  a  balance  is  due  by  England,  which  must  be 


•  Written  before  the  change  in  the  relatire  Talue  of  the  two  metals  pro- 
Aaced  by  the  icold  difcovfirira.  The  par  of  exchanpo  l*tween  pnld  ami  silver 
mrrendes  is  now  -vari&btc,  uid  ito  oue  can  foresee  at  wlint  point  it  rill  ultimately 
tea. 
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eventually  liquidated  in  the  precious  metals:  and  since, 
according  to  the  old  theory,  the  benefit  of  a  trade  oonsisted  in 
bringing  money  into  the  eountr^*,  this  prejudice  introduced 
the  praetice  of  calling  tlie  exchange  favouraijle  when  it  indi- 
cated a  balance  to  receive,  and  nnfavouraljle  when  it  indicated 
one  to  pay  :  and  the  phrases  in  tiu*n  tended  to  maintain  the 
prejudice. 

§  3.  It  might  be  supposed  at  first  sight  that  when  the 
exchange  is  unfavourable,  or  in  other  words,  when  bills  are 
at  a  premium,  the  i^remiiun  must  always  amount  to  a  full 
equivalent  for  the  cost  of  transmitting  money :  since,  as  there 
is  really  a  balance  to  pay,  and  as  the  full  cost  must  tliereforo 
be  incurred  by  some  of  those  who  have  remittances  to  make, 
their  competitiun  will  compel  all  to  submit  to  an  equivalent 
sacnfice.  And  such  would  certainly  be  the  case,  if  it  were 
always  necessary  that  whatever  is  destined  to  be  paid  should 
be  paid  immediately.  The  expectation  of  great  and  imme- 
diate foreign  payments  sometimes  produces  a  most  startling 
effect  ou  the  exchanges.*  But  a  small  excess  of  imports 
above  exports,  or  any  other  small  amonnt  of  debt  to  be  paid 
to  foreign  countries,  does  not  usually  affect  the  exchanges  to 
the  full  extent  of  the  cost  and  risk  of  transporting  bnllion. 
The  length  of  credit  allowed,  generally  jjermits,  on  the  part 
of  some  of  the  debtors,  a  postponement  of  payment,  and  in 
the  mean  time  the  balance  may  turn  the  other  way,  and  re- 

•  On  the  now?  nf  Bonaparte's  Undicg  from  Elba,  the  prire  of  hWU  ailvAiic<:-d 
In  nn*-  rlay  as  much  ait  ten  per  cent  Of  touree  thb  prt-rnium  was  not  a  mere 
equivalent  for  <?09l  of  carriage,  since  tho  freight  of  such  tui  article  as  gold,  eveu 
with  the  addition  of  war  insurance,  cnnld  never  have  amounted  to  ao  much. 
ThU  prent  price  wa.-*  an  eipuvalftnt  not  for  the  diffictilly  of  sending  gold,  but  for 
the  anticipntpfl  difficultv  of  procuring  it  to  send;  the  expectation  hi-ing  that 
fhere  would  Jw  jwich  immense  remittJtncM  to  the  Continent  in  gubaidiea  and  (or 
tlie  j^upport  of  armies,  as  would  press  hani  on  the  stock  of  bullion  in  the  counin- 
(which  was  then  enlirelv  denuded  of  specie),  and  this,  too,  in  a  shorlep  time  Ihati 
would  allow  of  it«  heiriit  i-eplenished.  Accorduigly  the  price  of  bullion  rose  liWe- 
wtse.  with  the  same  sniddennow.  It  is  hardly  nec'essary  to  flay  tlint  this  took 
plaee  during  the  Bank  rprtriction.  In  a  convcrtihlH  state  of  the  currency,  no 
K/cA  fhfng  coaid  bare  occurred  until  the  Bank  Htopped  payment. 
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Store  the  equality  of  debts  and  credits  without  any  actual 
transnnssion  of  the  metals.  And  this  is  the  more  likely  to 
Liippeo,  as  there  is  a  self-adjusting  }tower  in  the  variations  of 
the  exchange  itself.  Bills  are  at  a  preiuiuin  becaubC  a  greater 
money  value  has  been  inijwrted  than  exported.  But  the 
premiiini  is  itself  an  extra  prolit  to  those  who  export. 
Besides  the  price  they  obtain  for  their  goods,  they  draw  for 
the  amount  and  gain  the  premium.  It  is,  on  the  other  hand, 
a  dirainntion  of  profit  to  thos<j  wlut  iinjHirt.  Besides  the 
price  of  the  goods,  they  have  to  pay  a  premium  for  remit- 
tance. So  that  what  is  called  an  unfavourable  exchange  ia 
an  encouragement  to  export,  and  a  discouragement  to  import. 
And  if  the  balance  due  is  of  sniall  amount,  and  is  the  conse- 
quence of  some  merely  casual  disturbance  in  the  ordinary 
coarse  of  trade,  it  is  soon  rnpudatcd  in  commodities,  and  the 
account  adjusted  by  means  of  bdls.  without  the  transmission 
of  any  bullion.  Not  so,  however,  when  the  excess  of 
imjKtrts  above  exports,  which  has  made  tlie  exchange  un- 
favourable, arises  from  a  permanent  cause.  In  that  case, 
what  disturbed  the  equilibrium  must  have  been  the  state  of 
prices,  and  it  can  only  be  restored  by  acting  on  prices.  It 
is  impossible  that  prices  should  be  such  as  to  invite  to  an 
excess  of  imports,  and  yet  that  the  exports  should  be  kept 
permanently  up  to  the  injports  by  the  extra  profit  on  expor- 
tation derived  from  the  jjremiuin  on  bills ;  for  if  the  exports 
were  kept  up  to  the  impoi-ts,  bills  would  not  be  at  a  premium, 
and  the  extra  profit  would  not  exist.  It  is  thrmigh  the 
prices  of  commodities  that  the  coirection  must  be  adminis- 
tered. 

Disturbances,  therefore,  of  the  equilibrium  of  imports  and 
exports,  and  consequent  distm-bances  of  the  exchange,  may 
be  considered  as  of  two  classes  ;  the  one  casual  or  accidental, 
which,  if  not,  on  too  large  a  scale,  correct  themselves  through 
the  premium  on  bills,  witliout  any  transmission  of  the  pre- 
cious metals ;  the  other  arising  from  the  general  state  of 
prices,  which  cannot  be  corrected  without  the  subtraction  of 
actual  money  irom  the  circulation  of  one  of  tte  wraitoveSk^OT 
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an  annlbilation  of  credit  equivaleut  to  it;  Biuce  the  mere 
transmission  of  bullion  (as  distinguished  froui  inonev),  not 
having  any  eflect  on  prices,  is  of  no  avail  to  abate  the  cause 
from  which  the  disturbance  proceeded. 

It  remains  to  ohsei've,  that  tlie  exchanges  do  not  depend 
on  the  bahiiicc  of  debts  and  credits  witli  each  country  sejia- 
rately,  but  witli  all  countries  taken  together,  England  may 
owe  a  balance  of  payineuts  to  France ;  but  it  does  not  follow 
that  the  exchange  with  France  will  be  against  England,  and 
that  bills  on  France  will  be  at  a  premium ;  because  a  balance 
may  be  due  to  England  from  Ilolland  or  Ilamburg,  and  she 
may  pay  her  debts  to  France  with  hills  on  those  places ;  which 
is  technically  called  arbitration  of  exchange.  There  is  some 
little  additional  expense,  partly  conmiission  and  partly  loss 
of  interest  in  settling  debts  in  this  circuitous  manner,  and  to 
the  extent  of  that  small  difference  the  exchange  with  one 
country  may  vary  apart  from  that  with  othei's;  bat  in  the 
main,  the  exchanges  witli  all  foreign  countrios  vary  together, 
according  as  the  country  has  a  balance  to  receive  or  to  pay 
on  the  general  result  of  its  foreign  transactions. 


CHAPTER  XXL 

OF  THE  DISTRIBmON*  OF  THE   PRECIOrS  MBTALS  THROUGH 
THE  OOBIMERCIAL  WORLD. 
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§  1.  Havino  now  examined  the  mechanism  by  which  the 
commercial  transactions  between  nations  are  actually  conduct- 
ed, we  have  next  to  inquire  whether  this  mode  of  conducting 
them  makes  any  diS'erence  in  the  conclusions  respecting  in- 
ternational values,  which  we  previously  arrived  at  on  the 
hypothesis  of  barter. 

The  nearest  analogy  wonld  lead  us  to  presume  the  nega- 
tive. We  did  not  find  that  the  intervention  of  money  and 
its  substitutes  made  any  difference  in  the  law  of  value  as 
applied  to  adjacent  places.  Things  whicli  would  have  been 
equal  in  value  if  the  mode  of  exchange  had  been  by  barter, 
are  worth  equal  eums  of  money.  The  introduction  of  money 
is  a  mere  addition  of  one  more  commodity,  of  which  the  value 
is  regiilated  by  the  same  Itrws  as  that  of  all  other  commodities. 
We  shall  not  be  Burprised,  therefore^  if  we  find  that  inter- 
national values  also  arc  determined  by  the  saiui'  ranses 
under  a  money  and  bill  system,  as  they  would  bo  under  a 
system  of  barter ;  and  that  money  has  little  to  do  in  tlie 
matter,  except  to  furnish  a  convenient  mode  of  comparing 
valuta. 

All  interchange  is,  in  substance  and  effect,  barter :  who- 
ever sells  commodities  for  money,  and  with  tliat  money  buys 
other  goods,  really  buy3  those  goods  with  his  own  commod- 
ities. And  so  of  nations:  their  trade  is  a  mere  exchiuige  of 
exports  for  imports ;  and  w?ietlier  money  \ft  em'pXo^eA.oT  woX^ 
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tilings  are  only  in  their  permanent  state  when  the  exports 
and  imports  exactly  pay  for  each  other.  When  this  in  the 
case,  equal  sums  of  money  arc  due  from  each  country  to  the 
other,  the  debts  are  settled  by  bills,  and  there  is  no  balance 
to  be  paid  in  the  precious  metals.  The  trade  ie  in  a  state 
like  that  which  is  called  in  mechanics  a  condition  of  stable 
equilibrium. 

But  the  process  by  whicli  things  are  brought  back  to 
this  state  when  they  happen  to  deviate  from  it,  is,  at  least 
outwardly,  not  the  same  in  a  barter  system  and  in  a  money 
system.  Under  the  first,  the  country  which  wants  more 
imports  than  its  exports  will  pay  for,  must  offer  its  exports 
at  a  cheaper  rate,  as  the  sole  means  of  ci*eating  a  demand 
for  them  snfficMent  to  re-establish  the  equilibrium.  When 
money  is  used,  the  country  seems  to  do  a  thing  totally  dif- 
ferent. She  takes  the  additional  imports  at  the  same  price 
as  before,  and  as  she  exports  no  equivalent,  the  balance  of 
payments  turns  against  her ;  the  exchange  becomes  unfa- 
vourahle,  and  the  difference  has  to  be  paid  in  money.  This 
is  in  appearance  a  very  distinct  operation  from  the  former. 
Let  us  see  if  it  differs  in  its  essence,  or  only  in  its  mechauism. 

Let  the  country  which  has  the  balance  to  pay  he  Eng- 
land, and  the  country  whieli  receives  it,  France.  By  this 
transmission  of  the  precious  metals,  the  quantity  of  the  cur- 
rency is  diminished  in  England,  and  increased  in  France. 
This  I  am  at  liberty  to  assume.  As  we  shall  sec  hercaFter, 
it  would  be  a  very  erroneous  assumption  if  made  in  regard 
to  all  payments  of  international  balances.  A  balance  which 
has  only  to  be  paid  once,  such  as  the  payment  made  tor  an 
extra  importation  of  corn  in  a  season  of  dearth,  may  be  paid 
from  hoards,  or  from  the  reserves  of  bankers,  without  act- 
ing on  the  circulation.  But  we  are  now  supposing  that 
there  is  an  excess  of  imports  over  ex[)ort8,  arising  from  the 
fact  that  the  equation  of  international  demand  is  not  yet 
established  :  that  there  is  at  the  ordinary  prices  a  perma- 
nent demand  in  England  for  more  French  goods  than  the 
J^nglkh  goods  required  in  France  at  the  ordinary  prices  will 
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pay  for,  Wlien  this  is  the  case,  it*  a  change  were  not  made 
in  the  prices,  there  would  be  a  perpetually  renewed  balance 
to  be  paid  in  money.  The  imports  require  to  be  perma- 
nently diminished,  or  the  exports  to  be  increased ;  whicli 
can  only  be  acconipliblied  througli  jjrices ;  and  hence,  even 
if  the  balances  are  at  first  paid  from  hoards,  or  by  the  ex- 
portation of  bullion,  they  will  reach  the  circulation  at  last, 
for  until  they  do,  nothing  can  stop  the  drain. 

When,  therefore^  tlie  state  of  prices  is  such  that  the 
equation  of  international  demand  cannot  establish  it-self,  the 
country  recjiiiring  more  imports  than  can  be  paid  for  by  the 
exports ;  it  is  a  sign  that  the  country  has  more  of  the  pre- 
cious metals  or  their  eubytituteSj  in  circulation,  than  can 
permanently  circulate,  and  nuist  necessarily  part  with  some 
of  them  before  the  balance  can  be  restored.  The  currency 
is  according)}"  contrat-ted  ;  prices  fall,  ami  among  the  rest, 
the  prices  of  exportable  articles;  for  whi(;h  accordingly, 
there  arises,  in  foreign  countries,  a  greater  demand  :  wliile 
imported  commodities  have  possibly  risen  in  price,  trom 
the  influx  of  money  into  foreign  countries,  and  at  all  eveuta 
have  not  participated  in  the  general  fall.  But  mitil  the  in- 
creased cheapness  of  English  goods  induces  foreign  coun- 
tries to  take  a  greater  pecuniary  value,  or  until  the  increased 
deai'nesB  (positive  or  comparative)  of  foreign  goods  makes 
England  take  a  less  pecuniary  value,  the  exports  of  England 
will  be  no  nearer  to  paying  for  the  imports  than  before,  and 
the  stream  of  the  precious  metals  which  had  begun  to  flow 
out  of  England,  will  still  flow  on.  This  efflux  will  conthme, 
until  tlio  fall  of  prices  in  England  brings  witliin  reach  of  the 
foreign  market  some  commodity  whicli  England  did  not 
previously  send  thither ;  or  until  the  reduced  price  of  the 
things  which  she  did  send,  has  forced  a  demand  abroad  for 
a  sutHcient  quantity  to  pay  for  the  imports,  aided,  perhaps, 
by  a  reduction  of  the  English  demand  for  foreign  goods, 
through  their  enhanced  price,  either  positive  or  comparative. 

>Jow  this  is  the  very  process  which  took  place  on  our 
original  supposition  of  barter.     Not  only,  tVieWi^oitti,  ^'o^'i 
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the  trade  between  nations  tend  to  the  eame  eqni]n)nnm  be- 
tween exports  and  imports,  whether  money  is  employed  or 
nut,  but  the  meana  by  which  this  equilibrium  is  established 
are  esbeutially  the  game.  Tlie  country  whose  exports  are 
not  sufficient  to  pay  for  her  imports,  offers  them  on  cheaper 
terms,  until  she  succeeds  in  forcing  tlie  necessary  demand  : 
in  other  words,  the  Equation  of  International  Demand, 
under  a  money  system  as  well  as  under  a  barter  system,  is 
the  law  of  international  trade.  Every  country  exports  and 
imports  the  veiy  same  things,  and  in  the  very  same  quan- 
tity, under  the  one  system  as  under  the  other.  In  a  barter 
system,  the  trade  gi-avitates  to  the  point  at  which  the  sum 
of  the  iiiij>ort8  exactly  exchanges  for  the  sum  of  the  exports : 
in  a  money  system,  it  gravitates  to  the  point  at  which  the 
sum  of  the  imports  and  the  sum  of  the  exports  exchange 
for  the  same  quantity  of  money.  And  since  things  which 
are  equal  to  tlie  same  thing  are  equal  to  one  another,  the 
exports  and  uuports  which  are  equal  in  money  price,  would, 
if  money  were  not  used,  precisely  exchange  for  one  another.* 

*  The  sobjoined  extract  rrom  the  separate  Essaj  prcvioualT  referred  to,  vill 
give  some  tu^sisiauce  iu  foUowuig  the  cotiree  of  tlie  pheitometm.  It  is  adaptt^ 
to  the  imaginary  case  uani  for  illustration  thinnghoiit  tliat  Essay,  the  taae  of  a 
trade  between  England  and  Germany  in  cloth  and  linen. 

"  Wo  may.  at  first,  make  whatever  supposition  we  will  with  respect  to  the 
Ynlue  of  muney.  Let  ub  ifuppose,  thereibre,  that  before  the  opeaing  of  the 
trade,  the  price  of  cloth  hi  the  Hame  in  both  couQtricB,  namely,  six  Bhillingfi  per 
yani.  As  len  yards  of  cloth  were  supposed  to  exchange  in  EnglanJ  for  fifteen 
yariis  t>f  linen,  in  Gcrmiiny  for  twenty,  we  must  suppiwe  th«t  linen  is  sold  In 
England  at  four  shillings  per  yard,  in  Germany  at  three.  Co^t  of  canioge  und 
importer's  profit  are  le(^,  ad  before,  out  of  c:jnnJderation. 

"  In  tills  state  of  prir-es,  cloth,  it  is  eriilont.  cannot  yet  tte  exported  from 
England  Into  Gemiany :  bnt  linen  can  be  imported  from  Oermiiny  into  England. 
It  will  hv  ao ;  and,  in  the  fiint  inBtnnce,  the  Itnen  will  be  pwd  for  in  money. 

"The  efflux  of  money  from  Ki»piHiiil,  and  it^  influx  into  florroany,  will  nus-o 
money  prices  in  the  latter  eountrv,  and  lower  tliem  in  the  funner.  Liucu  will 
rise  In  Gennuny  above  three  ishillingA  per  yard,  and  cloth  above  aix  tOiilliti;^ 
Linen  in  Etigland,  being  imported  from  Germany,  will  (fince  cost  of  carriage  is 
ni>l  reckoned^  aink  to  the  aame  price  as  in  that  country,  while  cloth  will  fall  be- 
low «ix  shillings.  As  soon  as  the  price  of  cloth  in  lower  in  England  than  m 
Oermany.  it  will  V>egin  tu  he  exported^  and  the  price  of  cloth  id  Germany  wilt 
JSkif  to  whiU  it  ia  ia  England.     Am  long  aa  the  doth  exported  doen  not  suffice  to 
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§  2.  It  thus  appears  that  the  law  of  iutcmational 
vatuci,  ami,  consequently,  the  division  of  tlic  advantages  of 
trade,  among  the  nations  which  carry  it  on,  are  tlio  same, 
on  the  supposition  of  money,  as  tliey  wouUi  be  in  a  state 
of  barter.  In  international,  as  in  ordinary  domestic  inter- 
changes, money  is  to  commerce  only  what  oil  is  to  marhin- 
cry,  or  railways  to  locomotion,  a  contrivaucn  to  diininiBh 
friction.     In  order  still  further  to  test  these  coiielneions,  let 


I 
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pay  for  tfa«  linen  unpurted,  money  will  couUuue  to  iiow  from  Eoglaiid  into  Ger^ 
many,  and  prices  generally  will  irttntinU'U  tu  fall  in  England  and  ri^'  in  (rtrrmany. 
By  the  fall,  however,  of  clolti  in  England,  cloth  will  fall  in  noraiiLny  also,  and 
the  demand  for  it  will  increase.  By  the  ntte  of  Hueu  iu  Germany,  linvn  must 
rise  in  England  a1jk>,  and  the  demand  for  it  frill  diniinlflh.  As  clmh  fell  in  price 
and  linen  rose,  there  would  lie  some  pariiculur  price  of  both  articles  at  which 
the  cloth  exported  and  the  linen  impnrtiMl  would  exactly  pay  for  each  other 
At  thiH  point  prices  would  remain.  ipec.iii*w  money  would  then  ceaue  Ut  move  out 
of  EnKbnd  into  Germany.  What  this  jmjiiii  mighe  be,  wuuld  entirely  depend 
u[X)n  the  circumstaDces  and  inclinatiouii  of  the  purchasers  on  hiitli  »ide9.  If  the 
foil  of  cloth  did  not  much  incmuH"  the  demand  for  it  in  Gunnaiiy,  tin  J  tlie  riiw 
of  linen  did  not  dimintah  very  rapidly  the  demand  for  it  in  Englaml,  much 
money  raiiai  pass  before  the  equilibrium  is  restored ;  cloth  would  fall  very  much, 
aud  linen  would  rtM;,  milil  Enu-land,  jierlmptt,  had  to  pay  ucarlv  a^  much  for  it  as 
when  idle  produced  it  for  her§elf.  But  if,  on  the  contrary,  the  fall  of  cloth 
caused  a  very  rapid  increase  of  the  ilemaod  for  It  In  Germany,  and  the  rise  of 
linen  in  Germany  reduced  very  rapidly  the  demand  in  England  from  what  it  was 
under  the  influence  of  ilie  first  cheapness  produced  by  the  opening  of  the  trade ; 
ihe  cloth  would  very  soon  suffice  to  pny  for  the  linen,  little  money  would  pus 
between  the  two  countries,  and  En-^laiid  wotild  dt^rive  a  Ui^e  portion  of  the 
benefit  of  the  trade.  We  have  thus  arrived  at  precist'Iv  the  aame  conclusion,  in 
supposing  the  employment  of  money,  which  we  found  to  hold  under  the  flupposi- 
lion  of  barter. 

"  In  wluit  shape  thp  benefit  accrues  to  ihe  two  nations  from  the  trade  i«  clear 
enough,  f^rmany,  before  the  commcncemcHt  of  the  trade,  paid  six  tthillingit 
pCT  yard  for  broadcloth :  ehc  now  obtains  it  at  a  lower  price.  Tliis,  however,  in 
not  the  whole  of  her  advnntajce.  Art  the  money-prices  of  all  her  other  commodl' 
tics  hive  ritien,  the  money-incomes  of  all  her  piwIueerB  have  incix-a-ieil.  This  i^ 
no  advantage  to  ibera  iu  hujiog  from  each  other,  becauste  the  price  of  what  they 
buy  ha^  risen  in  the  same  ratio  with  their  menus  of  paving  for  it :  Itui  it  L?  an 
advantaj^e  to  them  in  buying  nnything  which  has  not  riaen,  aud,  Biill  more,  any- 
thing which  hi»3  fallen.  Tliey,  therefore,  lienelit  as  conKtmicrs  of  cloth,  not 
merely  to  the  extent  t^^i  which  cloth  haa  fallen,  hut  also  to  the  extent  to  which 
other  prices  have  riaen.  Suppose  that  this  la  one-tenth.  The  same  proportion 
nf  their  moneydnoomes  ae  before,  will  suffice  to  supply  llieVt  oOner  xmA»\  ■ 
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UB  proceed  to  re-examine,  on  the  Bupposition  of  money,  a 
question  wUii-h  we  liav«  alrtjady  invtstijrated  on  the  hy- 
potliesifi  of  baiter,  namely,  to  what  extent  the  benefit  of  an 
impnivemeat  in  the  privduction  of  an  ex|>ortablt;  article,  is 
participated  in  by  the  eoimtries  importing  it. 

Tliu  imjirovement  may  eitlier  ct>nsist  in  the  cheapening 
of  some  artielc  which  wat;  already  a  staple  production  of  the 
conntj;j',  or  in  the  eKtaldibhnmnt  of  some  new  branch  of  in- 
dustry, or  of  some  prix-ess  rendering  an  article  exportable 
which  had  not  till  then  been  exported  at  ail.     It  will  be 


the  rcmidDdcr,  bfiiig  in!'reiUL>d  oiii'-untli  in  nmtmnt,  will  ciiibl^  them  to  pur- 
diuc  one-t«t)lh  man:  t-lotli  Uian  Iw.Utn^,  vvvn  Oioii]^)]  i-li>t.|i  liail  not  I'lilleii ;  ttul  it 
tis8  fallen;  ho  Oiat  ihvy  ar«  dniililv  gniniTr-,  Tlivy  imrt'liiuK.'  th(<  same  iiuantitjr 
wit)]  lew*  monfy,  and  have  imirc  to  cxpt-nil  upon  thi-ir  cither  wants. 

"  In  Enghind,  on  the  contrnry,  gent^rol  nione,v-pi-iut.>«  have  liillen.  Liaen, 
however,  luu  toJIou  mure  than  ttie  rc^t,  Imviof;  been  lowered  in  piice  br  importA- 
tioD  from  u  country  wIilto  h  was  chcaiw'r;  wIiltuum  llie  otlierit  lin%'e  fallen  only 
from  tli«  oonntcijuent  uIHux  of  money.  Nntwitlistanilinj;,  ttiprefore,  tlie  genera) 
fall  of  iminey-t>ii(-<^t^  iliH  Eii};li>^i  prtxlucc-nt  will  lie  exactly  an  iiwy  were  in  all 
other  rettpects,  while  they  will  f^nin  as  purcbasera  of  linen. 

"The  greater  iIk  ctHux  of  moQcy  required  co  restore  the  equilibrium,  Uia 
greater  will  lie  the  gain  of  Gennutiy,  both  hy  ihc  fait  uf  cloth  and  by  the  rise  of 
her  general  prieeH.  The  less  the  efflux  of  money  reriuisito,  the  greater  urill  be 
the  piiii  of  England ;  hepan.**  the  price  of  linen  wiU  continue  lower,  and  her 
general  prices  will  not  bo  reduced  »o  much.  It  niuM  not,  however,  be  Imagined 
timi  high  uioncy-prices  arc  a  good,  and  low  moncy-prioea  an  eril,  in  themsclrea. 
But.  the  higher  the  general  nioney-prieeB  in  any  country,  tbo  greater  will  be  that 
country's  means  of  purehaaing  thoAc  commoditica,  whieh,  being  Imported  from 
abroad,  are  independent  of  the  eausea  which  keep  prices  high  at  home." 

In  pnitlict',  the  cloth  and  the  linen  would  not,  ott  here  (iujiiHwed,  beaithe 
same  price  in  Eiiglnnd  and  in  Germany :  each  would  be  dearer  in  inoney-piioe 
in  the  country  whiL'h  imported  than  in  tbut  which  produced  it,,  by  tlie  amount  of 
the  cost  of  caiTiage,  together  with  the  ni-dinory  pic^fit  on  the  importer's  capital 
for  the  average  length  of  time  which  cla)>8cd  befitre  the  commodltr  could  f>e  di* 
poaed  of.  But  it  does  not  fullow  that  each  eountry  payx  tin':  cost  of  carriage  of 
the  conimodiiy  it  impoitj*;  for  the  addition  of  thia  item  u>  llie  price  may  operate 
an  a  greater  check  to  demand  on  one  side  than  on  the  utlicr;  and  the  equation 
of  international  demand,  and  ccnsC'Cinent  ef|uilibrium  of  paynientp,  may  not  be 
mainteincd.  Money  would  (.hen  flow  out  of  one  country  into  the  other,  until,  iu 
the  manoer  already  itliuitrated,  the  equilibrium  was  restored:  and,  wlwm  this 
vaa  effected,  one  country  would  be  paying  more  than  its  own  cost  of  tatrnage, 
Land  the  other  leaa. 
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convenient  to  bc^n  with  tlie  case  of  a  new  fxj)ort,  as  being 
Bi)mewljat  the  ^iiuplex  of  the  two. 

The  first  effect  is  that  the  article  falls  in  ]H'i(.o,  and  a 
denuiud  ariiies  fur  it  abroad.  Tliig  new  i^xpurtation  disturbe 
the  balance,  turns  the  Lixclmuges,  money  flows  into  the 
country  (which  we  shall  suppose  to  be  England),  and  con- 
tinues to  flow  until  pnces  rise.  Tins  higher  range  of  prices 
will  souiuwhat  cht-ek  the  dt-maud  in  foreign  countries  for 
the  new  article  of  export ;  and  will  diminish  the  demand 
which  existed  abroad  for  the  other  things  which  England 
was  in  the  habit  of  ex]iorting.  Tlie  exports  will  thus  be 
diminished ;  while  at  the  game  time  the  Englig.h  public, 
having  more  money,  will  have  a  greater  power  of  pnrdias- 
ing  tbreign  commodities.  If  they  make  use  of  tliis  increased 
power  of  purchaiiC,  there  will  be  an  increase  of  i»i|»ortft ; 
and  by  this,  and  the  check  to  exportation,  the  equilibriiuu 
of  imports  and  exports  will  be  restored.  Tlie  result  to  for- 
eign countries  will  be,  that  they  have  to  pay  dearer  than 
before  for  their  other  imports,  and  obtain  the  new  com- 
modity cheaper  than  before,  but  not  so  much  cheaper  as 
England  herself  does.  I  say  this,  being  well  aware  that  the 
article  would  be  actually  at  the  very  same  price  (cost  of 
carriage  excepted)  in  England  and  in  other  countries.  The 
cheapness,  however,  of  the  article  is  not  measured  solely 
by  the  money-price,  but  by  that  price  compared  with  the 
money  incomes  of  the  consumers.  Tlie  price  is  tJie  same 
to  the  English  and  to  tlie  foreign  consumers  ;  but  the  former 
pay  that  price  from  money  iuconii-a  which  have  been  in- 
creased by  the  new  distribution  of  the  precious  metals; 
while  the  latter  have  had  their  money  incomes  proliably 
diminished  by  the  same  cause.  The  trade,  therefore,  has 
not  imparted  to  the  foreign  consumer  the  whole,  but  only 
a  portion,  of  the  benefit  wliich  the  Etiglish  consumer  ha? 
derived  from  the  improvement;  while  England  has  also 
benefited  in  the  prices  of  foreign  .commodities.  TIiub,  then, 
any  industrial  improvement  which  leads  to  the  opening  of 
a  new  branch  of  export  trade,  benefits  a  eouwVr^  t\o\.  wJc^ 
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by  the  cUeapneafi  of  Uie  article  in  wliicli  tlie  improvement 
has  taken  place,  bnt  by  a  general  cheapening  of  all  imported 
products. 

Let  us  now  change  the  hypothesis,  and  siippoBe  that"  the 
improvement,  inBtead  of  creating  a  new  export  from  Eng- 
land, cheapens  an  existing  one.  Wlien  wc  examined  this 
case  on  the  auppoeition  of  barter,  it  appeared  to  us  that  the 
foreign  consumers  might  either  obtain  the  same  l>enejit  irom 
the  improvement  as  England  herself,  or  a  less  benefit,  or 
eveu  a  greater  benefit,  a<Tor<]ing  to  tlie  degree  in  which  tlic 
couBuiiiption  of  the  cheapened  article  is  calculated  to  extend 
itself  as  the  article  diminishes  in  price.  The  8ame  concln- 
biona  will  be  found  true  on  the  supposition  of  money. 

Let  the  commodity  in  which  there  i&  an  improvement, 
be  cli>th.  Tlie  first  effect  of  the  improvement  is  that  its 
price  falls,  and  there  is  an  increased  demand  for  it  in  the 
foreign  market.  But  tlii.s  demand  is  of  uncertain  amount. 
Suppose  the  foreign  cimsumcrs  to  increase  their  purchases 
in  the  exact  ratio  of  the  clieapnens,  or  in  other  words,  to  lay 
out  in  cloth  tlie  same  sum  of  money  as  before ;  the  same 
aggregate  payment  us  before  will  be  due  from  foreign  coun- 
tries to  England  ;  the  cqiulibrium  of  cxjK)rt8  and  iniport.s 
will  remnia  undisturbed,  and  foreigners  will  obtain  the  full 
advantdge  of  the  increased  cheapness  of  cloth.  But  if  the 
forL-i^Ti  demand  for  cloth  is  of  snch  a  chaniftcr  as  to  in- 
crease ill  a  greater  ratio  than  t)w  cheapness,  a  larger  sum 
than  formerly  will  be  due  to  England  for  cloth,  and  when 
paid  will  raise  English  prices,  the  price  of  cloth  included  : 
this  rise,  however,  will  afi'ect  only  the  foreign  pureiiaser, 
Eiigbflh  incomes  being  raised  in  a  corresponding  propoi* 
tion ;  and  the  foreign  consumer  will  thus  derive  a  less  ad- 
vantage than  England  from  the  improvement.  If,  on  the 
contrary,  the  eheaperiing  of  clotli  docs  not  extend  the  for- 
eign demand  fur  it  in  a  proportional  degree,  a  less  sum  of 
l_dcbt3  than  before  will  be  due  to  England  for  cloth,  while 
^  Jiere  will  be  the  usual  sum  of  debts  due  from  England  to 
WTeign  countries;  tho  balance  of  trade  will  turn  against 
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England,  money  will  be  exported,  prices  (lliat  of  clotli  lii- 
eluded)  will  fall,  and  clotli  will  eventually  be  cheapened  lo 
tlie  foreign  purcliaoer  in  a  Ktill  greater  ratio,  tlian  tin;  iiu- 
]>roveineiU  has  t:hcapc'neU  it  to  England.  These  are  the 
very  conclusions  which  we  deduced  on  the  hypothesis  of 
barter. 

The  result  of  the  preceding  discussion  cannot  be  better 
Bumnied  up  than  in  the  words  of  Rieardo.*  "  Gold  and 
silver  having  beeii  chosen  for  the  general  ntediuiu  of  circu- 
lation, they  are,  hy  the  competition  of  coininerce,  distrib- 
uted iu  such  proportions  amongst  tlie  different  coimtxies  of 
the  world  as  to  accommodate  themselves  to  the  natural 
traffic  which  would  take  jdace  if  no  such  metals  existed, 
and  the  trade  between  countries  were  purely  a  trade  of 
bart.cr."  Of  this  principle,  so  fertile  in  consequences,  pre-_ 
vious  to  which  the  theoiy  of  foreign  trade  was  an  unintel- 
ligible chaos,  Mr.  Ricardo,  though  he  did  not  jtursue  it  into 
its  rsunJfications,  was  the  real  originator.  No  writer  who 
preceded  him  ap])ears  to  have  had  a  glim])se  of  it :  and  few 
are  those  who  even  since  liis  time  have  had  an  adequate 
conception  of  its  scientifie  value. 


§  3.  It  is  now  neces&arv  to  inquire,  in  what  manner 
this  law  of  tlie  distribution  of  the  precious  metals  by  means 
of  the  exchanges,  affects  the  exchange  value  of  money  it- 
self; and  how  it  tallies  with  the  law  hy  which  we  found 
that  the  value  of  money  is  regulated  when  imported  as  a 
mere  article  of  merchandize.  For  there  is  here  a  semblance 
of  contradiction,  which  has,  I  tliink,  contributed  more  than 
anjTthing  else  to  make  some  distinguished  poUtical  econo- 
mists resist  the  evidence  of  tlie  preceding  doctrines.  Money, 
they  justly  think,  is  no  exception  to  the  general  laws  of 
value;  it  is  a  commodity  like  any  other,  and  its  average 
or  natural  value  must  depend  on  the  cost  of  producing,  or 
at  least  of  obtaining  it  That  its  distribution  through  the 
world,  thei-efore,  and  its  different  value  in  different  ]ilacesi 
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sluniM  he  liable  to  be  altered,  not  by  causes  affecting  itself, 
but  by  a  Ijimdred  causL-s  uiu^onnected  with  it ;  hy  everv- 
thiiig  wliich  atierts  the  trade  in  other  commodities,  so  a»  to 
derange  the  equiUhnuin  uf  exports  and  inijiortB ;  appears 
to  these  tliinkers  a  doctrine  altogether  inadiiiissihle. 

But  t]ni  supposed  aiiouialy  exibts  oulv  in  semhlanee. 
The  causes  which  bring  money  into  or  carry  it  out  of  a 
country  through  the  exchanges*  to  n-storo  tlie  equilibrium 
of  trade,  and  which  thi;rehy  raise  its  value  in  some  countries 
and  lower  it  in  otlicrs,  arc  the  very  same  ('anses  on  which 
the  local  value  of  money  would  depend,  if  it  were  never 
imported  except  as  a  merchandize,  and  never  except  directly 
from  tlie  mines.  When  the  val.ne  of  money  in  a  country 
is  i^ermaneutly  lowered  by  an  influx  of  it  through  the  bal- 
^ance  of  trade,  the  cause,  if  it  is  not  diminished  cost  of  pro- 
duction, must  be  one  of  those  causes  which  compel  a  new 
adjustment,  more  favourable  to  the  country,  of  the  equation 
of  international  demand  :  namely,  either  an  increased  de- 
mand abroad  for  her  eomnuidities,  or  a  diminished  demand 
on  her  part  for  those  of  foreign  countries.  Now  an  increased 
foreign  deiiiiiiid  for  Ihu  eoninnHlities  of  a  country,  or  a  di- 
minished demand  in  the  country  for  imported  commodities, 
are  the  very  caust^s  whieh^  on  the  general  principles  of  trade, 
enable  a  country  to  purchiise  all  imports,  and  couHequently 
the  |>reoiou8  metals,  at  a  lower  value.  There  is  therefore 
no  contradiction,  but  the  most  perfect  accordance  in  the 
results  of  the  two  different  modes  in  which  the  prceioua 
metals  may  be  obtained.  When  money  flows  from  countrj* 
to  country  in  coiisequei»ce  of  changes  in  the  international 
demand  for  comnmditics,  nnd  hy  so  doing  altei'S  its  own 
local  value,  it  merely  ruali/es,  by  a  more  rapid  process,  the 
effect  which  would  otherwise  take  place  more  slowly,  by 
an  alteration  m  the  relative  breadth  of  the  streams  "by  which 
the  precious  metals  flow  into  different  regions  of  the  earth 
from  the  mining  coniitriea.  As  tlierefore  we  before  saw 
that  the  use  of  money  as  a  metlinm  of  exch.inge  does  not 
in  the  least  alter  the  law  on  which  the  values  of  other 
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tilings,  either  in  tlie  same  eouDtrr,  or  intemationsUy,  de- 
j>eiid,  so  neither  does  it  alter  the  law  of  the  value  of  tlie 
^>recinii5  uit'tal  itself:  and  thert  is  in  the  whole  doctrine  of 
iiUumational  values  08  ik>w  laid  di.>wn,  a  unitv  and  harmouv 
which  is  a  strong  collateral  presumption  of  truth. 

§  4.  Before  closing  this  disous^ion,  it  is  fitting  to  point 
out  in  xrhat  manner  and  de>!Tee  the  preceding  eonclnsions 
are  nffec'ted  bv  tlie  existenee  of  international  payments  not 
originating  in  commerce,  aTid  for  whicli  no  eqnivalent  in 
either  money  or  commodities  is  ex}>ected  or  received  ;  such 
i&  a  tribnte,  or  remittances  of  rent  to  absentee  landlords  or 
of  interest  to  foreign  creditors,  or  a  government  expenditure 
abroad,  such  as  England  incurs  in  the  management  of  some 
of  her  colonial  de]>ei»dencies. 

»To  begin  with  the  case  of  barter.     Tlie  eupix)sed  annual 
renaittances  being  made  in  commodities,  and  being  exports 
for  which  there  is  to  be  no  return,  it  is  no  longer  requisite 
tliat  the  imports  and  exports  shonld  pay  for  one  another : 
on  the  contrary,  there  must  be  an  annual  excess  of  exports 
I    over  imports,  equal  to  tlie  value  of  the  remittance.     If,  be- 
'    fore  the  country  became  liable  to  the  annual  paymeitt,  for- 
«"gu  commerce  was  in  its  natural  state  of  equilibrium,  it 
will  now  be  necessary  for  the  purpose  of  effecting  the  remit- 
jices,  that  foreign  countries  slioidd  be  induced  to  take  a 
Btcr  quantity  of  exports  tlinn  before:  which  cau  oulv  he 
done  by  offering  those  exports  on  cheaper  terms,  or  in  other 
Words,  by  paying  deai-er  for  foreign  commodities.     Tlie  in- 
teruatioiuil  vulucs  will  so  adjust  them.sches  that  eitlier  by 
greater  exports,  or  smaller  imports,  or  both,  the  requisit<> 
excess  on  the  side  of  exports  will  be  bronght  about;  and 
this  exce?*  will  become  tlie  permanent  state.     Tlic  result 
■  is,  that  a  country-  which  makes  regular  payments  to  foreign 
countriee,  besides  losing  what  it  pays,  Ictses  also  something 
more,  by  the  less  advantageous  terms  on  which  it  is  forced 
to  exchange  its  productions  for  foreign  commodities. 

The  same  results  follow  on  the  supposition  of  mou^x. 
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Coinnierc«  being  supposed  to  be  in  a  ttate  of  eqaflibrinm 

when  the  obligal^^T  remittance*  begin,  the  tiret  n-miitanet? 

is  neC«»*ftriW  ws/Ak  in  money.    This  lowers  prices  in  the 

reniitting  country,  and  raist^  them  in  the  receiving.     The 

natnml  effect  is  that  more  comniodities  are  exported  tlian 

»>efore,  and  fewer  imported,  and  iliat,  on  tl»e  score  of  com- 

rocrce  alone,  a  balance  of  money  will  be  constantly  due 

from  tlie  rci-eiving  to  the  paying  country.     When  the  debt 

thus  annually  due  to  the  tributary  country  bec-omes  c^jiial 

to  the  annual  tribute  or  other  r^^nlar  payment  due  from  it, 

no  further  tranhmi&ei"n  of  money  takes  place ;  the  eqnili- 

l>rium  of  exports  and  imporit.  will  no  longer  exist,  but  that 

of  paynjcnte  will ;  the  exchange  will  be  at  par,  the  two 

debts  will  be  set  off  against  one  another,  and  the  tribute  or 

remittance  will  be  virtually  paid  in  goods.     Tlie  result  to 

the  interests  of  the  two  eountriefi  will  be  as  ab^ady  pointed 

_;:  tlie  paying  country  wUl  give  a  higher  price  for  all 

lat  it  buvH  t'roni  the  receiving  country,  while  the  latter, 

besides  receiving  the  tribute,  obtains  the  exportable  produce 

of  the  tributary  country  at  a  lower  price. 


CHAPTER  XXn. 

IKFLUENCE  OF  THE  CURREXCY  ON  THE  EXCHAlfCES  AND  ON 
FOREIGN  TRADE. 
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§  1.  In  our  inquiry  iiito  tlie  la\vs  of  intemntioDal  trade, 
Tre  commenced  witli  the  principles  whieh  determine  inter- 
national exclianges  and  intcraational  values  on  the  liyp(»tlic- 
sis  of  barter.  We  next  eliowed  tbat  the  introduction  of 
ittoney  as  a  medium  of  exchange,  makes  no  difference  in 
the  laws  of  exchanges  and  of  values  between  country  and 
country,  no  more  than  between  individual  and  individual : 
since  the  precious  metals,  under  the  intiucnce  of  those  same 
laws,  distribute  themselves  in  such  pmportions  among  the 
different  countries  of  the  world,  as  to  allow  the  very  same 
exchanges  to  go  on,  and  at  the  same  values,  as  would  be 
the  case  under  a  system  of  barter.  "We  lastly  considered 
how  the  value  of  money  itself  is  affected,  by  those  alter- 
ations in  the  state  of  trade  wliich  arise  from  alterations 
either  in  the  demand  and  supply  of  commodities  or  in  their 
cost  of  production.  It  remains  to  consider  the  alterations 
in  the  state  of  trade  which  originate  not  in  commodities  but 
in  money. 

0<.dd  and  silver  may  vary  like  other  thingSj  though  they 
we  not  80  likely  to  vary  as  other  things,  in  their  coat  of  pro- 
duction. Tlie  demand  for  them  in  foreign  countries  may 
also  vary.  It  may  inoreuBe,  by  augmented  employment  of 
the  metals  for  purposes  of  art  and  ornament,  or  because  the 
increase  of  production  and  of  transactions  has  created  a 
greater  amoxmt  of  business  to  be  done  by  \kssL  tVct^jX-aNxo,^ 
a? 
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medium.  It  may  diminish,  for  the  opposite  reasons;  or 
from  the  extension  of  the  economizing  expedients  by  which 
the  use  of  metallic  money  is  partially  dispenbed  with. 
Tliese  changes  act  iipon  the  trade  between  other  countries 
and  the  mining  countries,  and  upon  the  value  of  the  pre- 
cious metals,  according  to  the  general  laws  of  the  value  of 
imported  commodities:  which  have  l.ieen  set  forth  In  the 
previous  chapters  with  sufficient  fulness. 

"What  I  propose  to  examine  in  the  present  chapter,  is 
not  those  circainiKtancea  affecting  money,  which  alter  the 
permanent  conditions  of  its  value  ;  but  tlie  effects  produced 
on  international  trade  by  casual  or  temporary  variations  in 
the  value  of  money,  wliieh  ])ave  no  connexion  with  any 
causes  affecting  its  permanent  value.  This  is  a  subject  of 
iiii])i.ntaticc,  on  account  of  its  bearing  upon  the  practical 
problem  which  has  cxciteJ  so  nmch  discussion  for  sixty 
years  past,  the  regulation  of  the  currency. 

§  2.  Let  us  suppose  in  any  countrj'  a  circulating  me- 
dium purely  metallic,  and  a  sudden  casual  increase  made 
to  it;  for  L'xain])lc,  by  bringing  into  circulation  hoardii  of 
treasure,  which  had  been  concealed  in  a  previous  period  of 
foreign  invasion  or  internal  disorder.  The  natural  effect 
would  be  a  rise  of  jirices.  This  would  check  exports,  and 
encourage  imports ;  the  imports  would  exceed  tlie  exi-K)rt8, 
the  exclianges  would  become  unfavorable,  and  a  uewly- 
acquircfl  stock  of  money  would  diffuse  itself  over  all  couu- 
triea  with  which  the  buppofed  country  carried  on  trade,  and 
from  them,  progressively,  through  all  parts  of  the  commer- 
cial world.  The  monuy  which  thus  overflowL'd  would  spread 
itself  to  an  er^ual  depth  over  all  commercial  countries.  For 
it  would  go  on  flowing  until  the  exports  and  imports  again 
balanced  one  another :  and  this  (as  no  change  is  supposed 
in  the  permanent  circuuistances  of  interimtional  demand) 
could  only  be,  when  the  money  had  diffused  itself  so  equally 
that  prices  had  risen  in  the  same  ratio  in  all  countries,  so 
lliat  the  alteration  of  price  would  be  fur  all  practiciil  pur- 
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H2fl  iuelfuctiye,  and  tlie  exports  and  imports,  tliougli  at  a 
higher  money  valuation,  would  be  exactly  the  Buiue  a3  (hey 
were  origiualiy.  This  Uiminished  valuu  of  muiiuy  tlirough- 
out  the  world,  (at  least  if  the  dlminutiou  waii  considerable) 
would  i:auiH;  a  hUBpcribiou,  or  at  leu^t  a  diiuiiiutioiij  of  the 
annual  supply  from  the  mines :  since  the  metal  would  uo 
longer  command  a  value  equivalent  to  it^  highebt  cost  of 
production.  The  annual  waste,  would,  tlierefore,  not  be 
fully  made  up,  and  the  usual  causes  of  destruction  would 
gi'adually  reduee  the  aggregate  quantity  of  the  precious 
metala  to  \t&  former  amount ;  after  which  their  production 
would  recoiumence  on  its  former  ecale.  The  discovery  of 
the  treasure  would  thus  produce  only  temporary  effects; 
namely,  a  brief  disturbance  of  international  trade  until  the 
treasure  had  disseminated  itself  through  the  world,  and 
then  a  temporary  depression  in  the  value  of  the  metal,  be- 
low that  which  corresjionds  to  tlie  cost  of  producing  or  of 
obtaining  it ;  which  depression  would  gradually  be  eor- 
reetcd,  by  a  temporarily  diminished  production  in  the  pro- 
ducing countries,  and  importation  in  the  importing  coim- 
trics. 

The  same  effects  which  would  thus  arise  from  the  dis- 
covery of  a  treasure,  accompany  the  process  by  which  bank 
notes,  or  any  of  the  other  substitutes  for  money,  take  the 
place  of  the  precious  metals.  Supi)osc  that  Englaiid  pos- 
sessed a  currency  wholly  metallic,  of  twenty  millions  ster- 
Uiig,  and  that  suddenly  twenty  millions  of  bank  notes  were 
sent  into  circulation.  If  these  were  ieeucd  by  bankers,  they 
would  be  employed  in  loans,  or  in  tlie  purchase  of  securities, 
and  would  therefore  create  a  sudden  fall  in  the  rate  of  in- 
terest, which  would  probably  send  a  great  part  of  the  twenty 
millions  of  gctld  out  of  the  country  as  capital,  to  seek  a 
higher  rate  of  interest  elsewhere,  before  there  had  been  time 
for  any  action  on  prices.  But  wo  will  suppose  that  the 
notes  are  not  issued  by  bankere,  or  muney-lendors  of  any 
kind,  bnt  by  mjunifacturers,  in  the  ])aymcnt  of  wages  and 
the  purchase  of  materials,  or  by  the  govemmeut  \q.  \\a  "^Y»i\- 
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nary  expenses,  so  that  the  whole  amount  woukl  be  rapidly 
carried  into  the  markets  for  commodities.  The  following 
would  be  the  natural  order  of  consequeuces.  AH  prices 
would  rise  greatly.  Exportation  would  almost  cease ;  im- 
portation would  bo  prodigiously  stimulated.  A  great  bal- 
ance of  pa^-meuts  would  become  due,  the  exchanges  would 
turn  agaiust  England,  to  the  full  extent  of  the  cost  of  ex- 
porting money ;  and  the  Kuq>ln6  coin  would  pour  itself 
rapidly  forth,  over  the  various  countries  of  the  world,  in 
the  order  of  their  proximity,  geographically  and  commer- 
cially, to  Englaiid.  The  efflux  woukl  continue  until  the 
cniTencicB  of  all  eountricH  had  come  to  a  level ;  by  which 
I  do  not  meanj  until  money  became  of  the  same  value  eveiy- 
where,  but  until  the  diSerences  were  only  those  which  exist- 
ed before,  and  which  corresjionded  to  permanent  differencee 
in  the  cost  of  obtaining  it.  "When  the  rise  of  prices  had 
extended  itself  in  mi  ecjual  degree  to  aU  eountnes,  exports 
and  imports  would  eveiywliere  revert  to  what  they  were  at 
first,  would  balance  one  another,  and  the  exchanges  would 
return  to  pai*.  If  such  a  sum  of  money  as  twenty  millions, 
when  spread  over  the  whole  surface  of  the  commercial  world, 
were  sufficient  to  raise  the  general  level  in  a  jierccptible 
degree,  the  effect  would  be  of  no  long  duration.  No  alter- 
ation having  occurred  in  the  general  conditions  under  which 
the  metals  were  jirocured,  either  in  the  world  at  large  or  in 
any  part  of  it,  the  reduced  value  would  no  longer  be  remu- 
nerating, and  the  supply  from  the  mines  would  cease  par- 
tially or  wholly,  until  the  twenty  millions  were  absorbed  ;* 
ai'tcr  which  absorption,  the  currcueioH  of  all  countries  would 
be,  in  quantity  and  in  valuCj  nearly  at  their  original  level. 
I  say  nearly,  for  in  strict  accuracy  there  would  be  a  slight 
didercncG.    A  somewhat  smaller  annual  supply  of  the  pre- 


*  I  am  here  suppoeiog  a  eUte  of  things  ia  which  ^'uld  and  nlrer  miDing  are 

a  permanent  branch  of  itiflustrr,  carried  on  iiniier  known  conditious ;  and  not 

the  prenent  (rtate  of  uncertainty,  in  vhich  gold-bothering  U  a  game  of  chance, 

prosecuted  (for  the  preseut)  In  the  epuit  of  an  odTeuture,  not  in  that  of  a  regu- 

Imt  iadtutrial  pursa'iL 
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ciouB  metals  would  now  be  required,  there  being  in  the 
world  twenty  millions  lesa  of  metallic  money  iLndcrgoing 

waste.  Tlie  equilibrium  of  piiyments,  coni*oquently,  be- 
tween the  mining  countries  and  the  rest  of  the  worlil,  would 
I  thenceforth  require  that  the  mining  coantiies  should  either 
export  rather  more  of  something  else,  or  imjwrt  rather  lesa 
of  foreign  commodities ;  which  implies  a  somewhat  lower 
range  of  pincea  than  previously  in  the  mining  countries,  and 
a  somewhat  higher  in  all  others;  a  scantier  currency  in  the 
former,  and  rather  fuller  currencies  in  tlie  latter.  Tliis 
effect,  which  would  be  too  trifling  to  require  notice  except 
for  the  illustration  of  a  principle,  is  the  only  pennaiient 
change  which  would  be  produced  on  internatioual  trade, 
or  on  the  value  or  quantity  of  the  currency  of  any  country. 
Effects  of  another  kind,  however,  will  have  been  pro- 
duced. Twenty  millions  wliich  formerly  existed  in  the  un- 
productive form  of  metallic  money,  have  been  converted 
into  what  is,  or  is  capable  of  becoming,  productive  capital. 
Tliis  gain  is  at  firet  made  by  England  at  the  expense  of 
otlicr  countries,  who  have  taken  her  superfluity  of  this 
costly  and  unproductive  article  off  her  hands,  giWug  for  it 
an  equivalent  value  in  other  commodities,  ^y  degrees  the 
loss  is  made  up  to  those  countries  by  diminished  influx  from 
the  mines,  and  finally  the  world  has  gained  a  virtual  addi- 
tion of  twenty  milliuus  to  its  proiluctive  resources.  Adam 
Smith's  illustration,  though  so  well  known,  deserves  for  its 
extreme  aptness  to  be  once  more  repeatrd.  He  compares 
the  substitution  of  ])apei'  in  the  room  of  the  precious  metals, 
to  the  construction  of  a  liighway  through  tlie  air,  by  which 
the  ground  now  occupied  by  roads  would  beeome  available 
for  apiculture.     As  in  that  cu6e  a  jiortion  of  the  soil,  so  in 

»  tliis  a  part  of  the  accumulated  wealth  of  the  country,  would 
be  relieved  from  a  function  in  whic^h  it  was  only  employed 
ill  rendering  other  soils  and  capitals  productive,  and  would 
itself  become  applicable  to  prodiiction  ;  the  office  it  pre- 
viously fulfilled  being  equally  well  discharged  by  a  medium 
vhich  costs  nothing. 
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The  value  saved  to  the  commtinity  by  thus  dispensing 
with  metalHe  money,  is  a  clear  gain  to  those  who  providi 
tile  Bubstitnte.  Tliey  have  the  use  of  twenty  miUions 
circulating  medium  wliich  have  cost  them  only  the  cxpena 
of -an  engraver^s  plate.  If  they  employ  this  acceflsion 
their  fortunes  as  productive  capital,  the  produce  of  the' 
country  is  inirreased  and  the  community' benefited,  as  much 
aa  by  any  other  capital  of  equal  amount.  Whether  it  is  so 
eniploywl  or  not,  depends,  in  some  degree,  upon  the  mode 
of  issuing  it.  If  issued  by  the  government,  and  employed^^ 
in  paying  off  debt,  it  would  probably  become  productiv^^B 
capital.  The  govemmont,  however,  may  prefer  emjiloviiig 
this  extraordinar}*  resource  in  its  ordinaiy  expenses ;  niaj^_ 
squander  it  uselessly,  or  make  it  a  mere  temporary  substl^| 
tule  for  taxation  to  an  equivalent  amount;  in  which  last 
ease  the  amount  is  Bnvc<l  by  the  taxpayers  at  large,  who 
either  add  it  to  their  capital  or  epenJ  it  as  income.  When 
paper  currency  is  sujiplietl,  as  in  our  own  country,  by 
bankers  and  baiikiDg  conqianics,  the  amount  is  almost 
wliully  turned  into  prodiictivti  capital:  for  tlic  ifisucrs,  be- 
ing at  all  tinic'fi  liable  to  be  called  upon  to  refund  the  value, 
are  under  the  strongest  inducements  not  to  squander  it,  and 
the  only  casHS  in  whicli  it  is  not  fortbcomiiig  are  cases  of 
fraud  or  nusnianagement.  A  bauker'y  profession  being  that 
of  a  money-lender,  liia  issue  of  notes  is  a  simple  extension 
of  his  ordinary  occupation.  He  lends  the  umouut  to  farmers, 
manufacturers,  or  dealers,  wl*o  employ  it  in  their  several 
busiuesses.  So  empluyi:d.  It  yiulils,  like  any  other  capital, 
wages  of  labour  and  profits  of  stock.  The  profit  h  shared 
between  the  banker,  who  receives  interest,  and  a  succession 
of  borrowers,  mostly  for  short  periods,  who  after  paying  the 
interest,  gain  a  profit  in  addition,  or  a  convenience  equiva- 
lent to  profit.  Tlie  capital  itself  in  the  long  i-un  becomtas 
entirely  wages,  anil  when  replaced  by  the  sale  of  the  pro- 
duce, becomes  wages  again  ;  thus  aifordiiig  a  perpetual  fiinc 
of  the  value  of  twenty  millions,  for  the  maintenance  of  pr 
dactive  labour,  and  increasing  the  aimual  produce  of 
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country  by  all  ibat  cAH  be  produced  tlii-ough  tlie  means  of 
a  capital  of  tliat  value.  To  this  gain  must  be  added  a  fur- 
ther saving  to  the  country,  of  the  annual  supply  of  the  pre- 
cious metals  necessary  for  repairing  the  wear  and  tear,  and 
other  waste,  of  a  metallic  currency. 

The  substitution,  therefore,  of  paper  for  the  precious 
metals,  should  always  be  carried  as  far  as  is  consistent  with 
safety ;  no  greater  amount  of  metallic  currency  being  re- 
tained, than  is  necessary  to  maintain,  both  in  fact  and  in 
public  belief,  the  convertibility  of  the  paper.  A  country 
with  the  extensive  commercial  relations  of  England,  is  liable 
to  be  suddenly  called  ujjon  for  large  foreign  payments,  some- 
times in  loans,  or  otlicr  investments  of  capital  abroad,  some- 
times as  tlie  price  of  some  imustial  importutiou  of  goods,  the 
most  frequent  case  being  that  of  large  impriptations  of  food 
consequent  on  a  bad  harvest.  To  meet  such  demands  it  is 
neecssar}-  that  there  should  be,  either  in  circulation  or  in 
the  eoflfers  of  the  banks,  coin  or  bullion  to  a  very  consider- 
able amount,  and  that  this,  when  drawn  out  by  any  emer- 
gency, should  be  allowed  to  retuni  after  the  emergency  is 
past.  But  since  gold  wanted  for  exportation  is  almost  in- 
variably drawn  from  the  reserves  of  the  banks,  and  is  never 
likely  to  be  taken  directly  from  the  circnlatidu  while  the 
hanks  remain  solvent,  the  only  advantage  which  can  be  ob- 
tained from  retaining  partially  a  inetallic  currency  for  daily 
purposes  is,  that  the  banks  may  occasiouaUy  replenish  their 
reserves  from  it. 


g  3.  Wlien  metallic  money  had  been  entirely  super- 
seded and  e.\pelled  from  circulation,  by  the  substitution  of 
an  equal  amount  of  bank  notes,  any  attempt  to  keep  a  still 
further  quantity  of  pa])er  in  circulation  must,  if  the  notes 
are  convertible,  be  a  complete  failure.  Tlie  new  issue  would 
again  set  in  motion  the  saniL-  train  of  consei[iience8  by  which 
the  gold  coin  had  already  been  expelled.  The  metals  would, 
as  before,  be  required  for  exportation,  and  would  be  for  that 
purpose  demanded  from  the  banks,  to  the  fwW  e^AfetA.  (i'l  *^\fe 
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superfluous  notes ;  which  tlius  could  notpog^blybe  retained 
ia  circulation.  If,  indeed,  the  notes  were  inconvertible^ 
there  would  be  no  such  obstacle  to  the  increase  of  their 
quantity.  An  inconvertible  paper  acta  in  the  same  way  as 
a  convertible,  while  there  renitiins  any  coin  for  it  to  super- 
sede :  the  difference  begina  to  manifest  itself  when  all  the 
coin  \s  driven  from  circulation  (except  what  may  be  retained 
for  the  convenience  of  small  change),  and  the  issues  still  go 
on  increasing.  When  the  paper  hegius  to  exceed  in  quan- 
tity the  metallic  currency  which  it  superseded,  2>rice6  of 
coarse  rise  ;  things  which  were  worth  51.  in  metallic  mouey^ 
became  worth  6Z.  in  inconvertible  paper,  or  more,  as  the 
case  may  be.  But  this  rise  of  price  will  not,  as  in  the  cases 
before  examined,  stimulate  import,  and  discourage  export. 
The  imports  and  exports  are  determined  by  the  metallic 
prices  of  things,  not  by  the  paper  prices:  and  it  is  only 
when  the  paper  is  exchangeable  at  pleasure  tor  the  metals, 
that  paper  prices  and  metallic  prices  must  correspond. 

Let  us  suppose  that  England  is  the  country  which  has 
the  depreciated  paper.  Suppose  that  some  English  produc- 
tion Could  be  bought,  while  the  currency  was  still  metallic, 
for  5/.,  and  sold  in  France  for  5/.  10«.,  the  difference  cover- 
ing the  expense  and  risk,  and  affording  a  profit  to  the  mer- 
chant. On  account  of  the  depreciMtion,  this  commodity 
will  now  cost  in  England  6/.,  and  cannot  he  sold  in  France 
for  more  than  5/.  10*.,  and  yet  it  will  be  exported  as  before. 
Wliy  ?  Because  the  ol.  10*.  which  the  exporter  can  get  for 
it  in  France,  is  not  depreciated  j»aper,  but  gold  or  silver; 
and  since  in  England  hullion  has  risen,  in  the  same  propor- 
tion with  other  things — if  the  merchant  brings  the  gohl  or 
silver  to  England,  he  can  sell  his  5/.  lOs.  for  Bl.  12*.,  and 
obtain  as  before  10  per  cent  for  profit  and  expenses. 

It  thus  appears,  that  a  depreciation  of  the  cnn*ency  does 
not  affect  the  foreign  trade  of  the  4-onntry :  this  is  carried 
on  precisely  as  if  the  currency  maintained  its  value.  But 
though  the  trade  is  not  affected,  the  exchanges  are.  "When 
t/w  imports  and  exports  are  in  equilibrium,  the  e.\chanffe» 
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in  a  metallic  cmrency,  would  be  at  par ;  a  bill  on  France 
for  the  equivalent  of  iivu  bovereignB,  would  ha  wortli  five 
sovereigns.  But  five  sovercij^iis,  or  the  quantity  of  gold 
contained  in  theiu,  having  cuuio  to  be  worth  in  England  6^., 
it  follows  that  a  bill  on  France  for  51.  will  be  worth  61. 
"When,  therefore,  the  real  exchange  is  at  par,  tliere  will  bo 
a  noTninal  exchange  against  the  <;onntry,  of  as  much  per 
cent  Bla  the  amount  of  the  dupreciation.  If  tlie  currency  is 
depreciated  10,  15,  or  20  p(;r  cent,  then  in  whatever  way 
the  real  exchange,  arising  from  the  variations  of  interna- 
tional debts  and  credits,  may  vary,  the  quoted  exchange 
will  always  diffei*  10,  15,  or  20  per  cent  from  it.  However 
high  this  uoniiual  premium  may  be,  it  has  no  tendency  to 
eend  gold  out  of  the  country,  for  the  pui*po6e  of  drawuig 
a  bill  against  it  and  profiting  by  the  premium  ;  because  tlie 
gold  so  sent  must  be  procured,  not  from  the  barike  and  at 
par,  as  in  the  case  of  a  convertible  currency^  but  in  the 
market,  at  an  advance  of  price  e<jual  to  the  premium.  In 
6uch  cases*  instead  of  saying  that  the  exchange  is  unfavour- 
able, it  would  be  a  more  correct  re])re8entatiou  to  say  tiiat 
the  par  has  altered,  since  there  ie  now  required  a  larger 
quantity  of  English  currency  to  be  equivalent  to  the  satne 
quantity  of  foreign.  The  exchanges,  however,  continue  to 
be  computed  accordiug  to  tlie  metallic  par.  Tlie  quoted 
exchanges,  therefore,  when  there  is  a  depreciated  currency, 
are  comitounded  of  two  elements  or  factors;  the  real  ex- 
change, which  follows  the  variations  of  interuational  pay- 
ments, and  the  nouiinal  cxclian^e,  which  varies  with  the 
depreciation  of  the  currency,  but  which,  while  there  is  any 
depreciation  at  all,  must  always  be  unfavourable.  Since 
the  amount  of  depreciation  is  exactly  measured  by  the  de- 
gree in  which  the  market  price  of  hulHon  exceeds  the  mint 
valuation,  we  have  a  sure  criterion  to  determine  what  por- 
tion of  the  quoted  exchange,  being  referable  to  dej>reciation, 
may  be  struck  off  as  nominal ;  the  result  so  corrected  ex- 
pressing the  real  exchange. 

The  same  disturbance  of  the  cxchangea  aud  ot  uvViYwa.- 
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tional  trade,  whicli  is  produced  by  an  iiR-reased  issue  of  con- 
vertible bank  notes,  is  in  b*ke  manner  produced  by  thoso 
extciiriiouB  of  credit,  which,  as  was  eo  fully  shown  in  a  pre- 
ceding (thapter,  Iiave  tlie  same  effect  on  priras  as  an  increase 
of  the  ciiiToncy.     Wlienever  eirt-umritauces  have  given  suclx 
an  impulse  to  the  tpirit  of  speculation  ae  to  occasion  a  great 
increase  of  purcliasos  on  credit,  money  ]>rice8  lise,  just  as 
miidi  as  they  would  have  risen  if  each  portion  who  so  buvs 
on  credit  had  bought  with  money.     All  the  effects,  there- 
fore, must  be  similar.     As  a  consequence  of  high  prices, 
exportation  is  checked  and  importation  stimulated  ;  though 
in  fact  the  iru^rease  of  importation  seldom  waits  for  the  rise 
of  prices  which  is  the  consoiiuence  of  speculation,  inasmuch 
as  some  of  the  great  articles  of  import  arc  usually  among 
the  things  in  which  speculative  overtrading  first  shows  it- 
eelf.     There  is,  therefore,  in  sncli  ]:)eriods,  usually  a  great 
excess  of  imports  over  exports ;  and  when  the  time  comes 
at  which  these  must  be  paid  for,  the  exchanges  become  un- 
favourable, and  gold  flows  out  of  the  country.     In  what  pre- 
-eise  manner  this  eiHnx  of  gold  takes  effect  on  prices,  de- 
pends on  circumstances  of  wliich  we  shall  presently  speak 
more  fully  ;  but  that  its  effect  is  to  make  them  recoil  down-   ■ 
wards,  is  cei-tain  and  evidtmt.     Tlic  recoil  once  l)eguD,  gen- 
erally becomes  a  total  rout,  and  the  unusual  extension  of 
eredit  is  rapidly  exchanged  for  an  unusual  contraction  of  it 
Accordingly,  when  credit  has  been  imprudently  stretched, 
and  the  speculative  spirit  carried  to  excess,  the  turn  of  the 
exchanges,  and  consequent  pressure  on  th»i  banks  to  obtain 
gold  for  exj)ortation,  are  generally  the  proximate  cause  of 
the  catastro]>he.     But  these  phenomena,  though  a  conspicu- 
ous accomjianiment,  are  no  essential  part,  of  the  collapse  of 
eredit  called  a  commercial  crisis  ;  whieh,   as  we  formerly 
showed,*  might  happen  to  as  great  an  extent,  and  is  quite  as 
likely  to  hajipen,  in  a  countiy,  if  any  such  there  were,  alto- 
^ther  destitute  of  foreign  trade. 
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§  1.  The  present  Bcems  the  most  ]iroper  place  for  dis- 
cussing the  cireumstauees  which  determine  the  rate  of  in- 
terest. The  interest  of  loans,  being  really  a  qnestion  of 
exchange  value,  falls  natnrallj  into  the  present  division  of 
our  subject :  and  the  two  topics  of  Currency  and  Loans, 
though  in  themselves  distinct,  are  so  intimately  blended  in 
the  plieuoniena  of  what  is  called  the  money  marketj  that  it 
is  impossible  to  understand  the  one  \vithout  the  other,  and 
in  many  mindt;  the  two  subjects  are  mixed  up  in  the  most 
inextricable  confusion. 

In  the  preceding  Book*  we  defined  the  relation  in  which 
interest  stands  to  profit.  We  found  that  tlie  gross  profit  of 
capital  miglit  be  distingiiislied  into  three  parts,  which  are 
respectively  the  remuneration  for  risk,  for  trouble,  and  for 
the  capital  itself,  and  may  be  termed  insiirance,  wages  of 
superiutendcncej  and  interest.  After  making  compensation 
for  risk,  that  is,  after  covering  the  average  losses  to  wliicU 
capital  18  exposed  either  by  the  general  circumstances  of 
society  or  by  the  hazards  of  the  particular  employment, 
there  remains  a  finri>lus,  which  partly  goes  to  repay  the 
owner  of  the  capital  for  his  abstinence,  and  partly  the  em- 
ployer of  it  for  his  time  and  trouble.  IIow  mneli  goes  to 
the  one  and  bow  much  to  the  other,  is  shown  by  the  amount 

■  Supi-a,  book  ii.  chap.  xv.  §  \. 
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of  the  rennmcration  wliich,  when  the  two  functions  are  sepa^ 
rated,  the  uwiier  ot'  cajiitul  can  ohtain  iVom  tlie  employur 
for  its  uee.  This  is  evidently  a  question  of  demand  and 
supply.  Nor  liave  demand  and  supply  any  dili'erent  mean- 
ing or  effect  in  this  case  from  what  they  have  in  all  otherb. 
The  rate  of  interest  will  be  such  as  to  erj[nalize  the  demand 
for  loans  with  the  supply  of  them.  It  will  be  sucli,  tliat 
exactly  as  much  as  some  people  are  desirous  to  borrow  at 
that  rate,  ot!iei*s  sliiill  be  willitig  to  lend.  If  there  is  more 
offered  than  deniaiidt^d,  interest  will  fall ;  if  more  is  de- 
manded than  offered,  it  will  rise ;  and  in  botli  cases,  to  the 
point  at  which  the  equation  of  supply  and  demand  is  re- 
established. 

Both  the  demand  and  supply  of  loans  fluctuate  more 
incessantly  than  any  other  demand  or  supply  whatsoever. 
The  fluctuations  in  other  things  depend  on  a  limited  num- 
ber of  infiuenelng  circumstances ;  but  the  desire  to  bor- 
row, and  the  willmgness  to  lend,  are  more  or  less  influenced 
by  every  eirciunstance  wliich  affects  the  state  or  prospects 
of  industry  or  commerce,  either  generally  or  in  any  of  their 
branches.  The  rate  of  interest,  tlierefore,  on  good  secuiity, 
which  alone  we  have  here  to  consider  (for  interest  in  which 
considerations  of  nsk  bear  a  pait  may  swell  to  any  amount) 
is  seldom,  in  the  great  centres  of  money  transactions,  pre- 
cisely the  same  for  two  days  together ;  ag  is  shown  by  the 
never- ceasing  variations  in  the  quoted  prices  of  the  funds 
and  other  negotiable  setrurities.  Nevertheless,  there  must 
be,  as  in  other  cases  of  vahie,  some  rate  which  (in  the  lan- 
guage of  Adam  Smith  and  Rieardo)  may  be  called  the  natu- 
ral rate ;  some  rate  about  which  the  market  rate  oscillates, 
and  to  which  it  always  tends  to  return.  Tliis  rate  partly 
depends  on  the  amount  of  aceuniulation  going  on  in  the 
hands  of  peraons  who  cannot  themselves  attend  to  the  cm- 
ploymcjit  of  their  savings,  and  partly  on  the  comparative 
taste  existing  in  the  community  for  the  active  ])ursuits  of 
industry,  or  for  the  leisure,  ease,  and  independence  of  an 
*iuitiint. 
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§  2.  To  exclude  casual  fluctuations,  we  will  suppose 
commerce  to  be  in  a  quiescent  condition,  no  employment 
being  unusually  prosperous,  and  none  particularly  distressed. 
In  these  circuiustanccs,  tlie  more  thrivin*^  producer's  and 
traders  have  their  capital  fully  employed,  and  many  are 
able  to  transact  bnsinctis  to  a  considerably  greater  extent 
tlian  they  have  capital  lor.  These  are  naturally  borrowers; 
and  the  amount  wliich  they  desire  to  borrow,  and  can  give 
security  for,  constitutes  the  demand  for  loons  on  auconnt  of 
productive  employment.  To  these  must  be  added  the  loans 
required  by  G-ovcrnment,  and  by  landowners,  or  other  -un- 
productive conauinei's  who  have  good  security  to  givu.  Tins 
constitutes  the  mass  of  loans  for  which  there  is  an  habitual 
demand. 

Now  it  is  conceivable  that  there  might  exist,  in  tlio 
hands  of  persons  disiuclined  or  disqualified  for  engaging 
personally  in  business,  a  mass  of  capital  eqvial  to,  uud  even 
exceeding,  this  demand.  In  that  case  there  would  be  an 
habitnal  excess  of  competition  on  the  part  of  lenders,  and 
the  rate  of  interest  would  bear  a  low  proportion  to  the  rate 
of  profit.  Interest  would  be  forced  down  to  the  pgint  wliich 
would  either  tempt  borrowers  to  take  a  greater  amount  of 
Ii)ans  than  they  bad  a  reasonable  expectation  of  beiug  able 
to  employ  in  their  business,  or  would  so  diacoiu'age  a  portion 
of  the  lenders,  as  to  make  them  either  forbear  to  Hccumulnte, 
or  endeavour  to  increase  their  income  by  engaging  in  busi- 
ness on  their  own  account,  and  incurring  the  risks,  if  not 
the  labours,  of  industrial  employment. 

On  the  other  hand,  the  capital  owned  by  persons  who 
prefer  lending  it  at  interest,  or  whose  avocations  prevent 
them  from  personally  superiutendiug  its  employment,  may 
be  short  of  the  habitual  demand  for  loans.  It  may  be  in 
great  part  absorbed  by  the  investments  afltbrded  by  the  pub- 
lic debt  and  by  mortgages,  and  the  remainder  may  not  be 
sufficient  to  sui)[.)ly  the  wants  of  commerce.  If  so,  the  rate 
of  interest  will  be  raised  so  high  as  in  some  way  to  re-estab- 
b'sh  the  equilibrium.     When  there  is  only  a  small  diftereuca 
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between  interest  and  profit,  many  borrowers  may  no  longer 
be  willing  to  increase  their  rcHpousibilities  and  involve  their 
credit  for  so  email  a  remuneration  :  or  some  who  would 
otherwise  have  engaged  in  busiuesb,  may  prefer  leisure,  and 
become  lenders  instead  of  borrowers  :  or  others,  nnder  the 
indut;fcment  of  liigh  interest  and  easy  investmeiU  for  tUeir 
capital,  may  retire  from  business  earlier,  and  with  emaUer 
fortunes,  than  they  otiierwise  would  have  done.  Or,  lastly, 
there  is  another  process  by  which,  in  England  and  other 
commercial  countries,  a  large  portion  of  the  requisite  supply 
of  loans  is  obtained.  Instead  of  its  being  afforded  by  per- 
8ons  not  in  business,  the  affording  it  may  itself  become  a 
business.  A  portion  of  the  capital  employed  in  trade  may 
be  supplied  by  a  class  uf  prafesaiuual  money  lenders.  Thest 
money  lenders,  liowever,  must  have  more  than  a  mere  in- 
terest ;  they  must  have  the  ordiiiaiy  rate  of  protit  on  their 
capital,  risk  and  all  other  circumstances  being  allowed  for. 
But  it  can  never  answer  to  any  one  who  borrows  for  the 
purposes  of  his  business,  to  pay  a  full  protit  for  capital  from 
which  he  will  only  derive  a  full  profit :  and  money-lend- 
ing, as  ail  cmpluymcut,  for  the  regular  supply  of  trade,  can- 
not, therefore,  be  earned  on  except  by  persona  who,  in 
addition  to  thefr  own  capital,  can  lend  their  credit,  or,  in 
other  words,  the  cajntal  of  other  people :  that  is,  bankers, 
and  persona  (such  as  bill-brokers)  who  are  virtually  bankers, 
since  they  receive  money  in  deposit.  A  bank  which  lends 
its  notes,  lends  capital  winch  it  borrows  from  the  comiuii- 
nity,  and  for  whicli  it  pays  no  interest.  A  bank  of  deposit 
lends  capital  which  it  collects  from  the  community  in  small 
parcels ;  sometimes  without  paying  any  interest,  as  is  the 
ease  with  the  London  jjrivate  bankers;  and  if,  like  the 
Scotch,  the  joint  stock,  and  most  of  the  country  banks,  it 
does  pay  interest,  it  still  pays  much  less  than  it  receives ; 
for  the  depositore,  who  in  any  other  way  could  mostly  ob- 
tain for  such  small  balances  no  interest  worth  taking  any 
trouble  for,  are  glad  to  receive  even  a  little.  Having  this 
subsidiary  resource,  bankers  are  enahled  to  obtain,  by  lend- 
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ing  at  interest,  tlie  ordinary  rate  of  profit  on  their  own 
capital.  lu  any  other  manner,  money-leudiu^  eoutd  not 
be  carried  on  ms  a  reguLir  mode  of  bueiness,  except  upon 
tenna  on  which  none  would  consent  to  borrow  but  persons 
either  counting  on  extraordinary  profits,  or  in  urgent  need; 
unproductive  consumers  who  have  exceeded  their  means, 
or  merchants  in  fear  of  bankruptcy.  The  disposable  capital 
deposited  in  banks,  or  represented  by  bank  notes,  together 
with  the  funds  belonging  to  tlio&e  wlio,  either  from  neces- 
sity or  preference,  live  upon  the  interest  of  their  property, 
couBtitutc  the  general  loan  fund  of  the  comitry :  and  the 
amount  of  this  aggregate  fund,  when  bct  against  the  habit- 
ual demands  of  producers  and  dealers,  and  those  of  the  gov- 
ernment and  of  unproductive  consumers,  determine  the 
permanent  or  average  rate  of  interest ;  which  must  always 
be  such  as  to  adjust  these  two  amouuts  to  one  another.* 
But  while  the  whole  of  this  mass  of  lent  capital  takes  efl'ect 
upon  tha  perm<inent  rate  of  interest,  tlm^ act uatiom  depend 
almost  entirely  upon  the  portion  which  is  in  the  liands  of 
bankers  ;  for  it  is  that  portion  almost  exclusively,  wliich, 
being  lent  for  short  times  oidy,  is  continually  in  the  market 
seeking  an  investment.  Tltc  capital  of  those  who  live  on 
the  interest  of  their  o^vn  fortunes,  has  generally  sought  and 
found  some  fixed  investment,  such  as  the  pnblic  funds, 
mortgages,  or  the  bouds  of  public  companies,  which  invest- 
ment, except  under  peculiar  temptations  or  necessities,  is 
Dot  changed. 

•  I  do  noc  include  iu  tbe  general  lt«n  fund  of  the  country  ihe  capiuila,  large 
U  thcj  sometimcfi  arc,  which  ai-D  hatiituiLllT  cmplDyG<l  in  specnJiUivclj'  buying 
Bod  licllinp;  the  puhlic  funils  and  other  fK-ciirities.  It  in  tru«  that  all  who  bay 
McuritltM  a*W,  lV»r  the  time,  to  the  general  amduiit  of  money  on  loan,  und  lower 
fnv  tanto  the  rate  of  interofft.  But  as  Ihe  pei'sons  I  Hpealc  of  buy  only  to  sell 
■sain  St  a  higher  price,  they  arc  alternately  in  i\w  position  of  lenders  and  of 
borrowers:  their  operationii  raise  the  rate  of  ititercst  at  one  time,  exactly  as 
much  a#  ilicy  lower  it  at  another.  LtliC  all  jicrsoHS  who  buy  nnd  sell  on  specu- 
lation, their  function  in  to  e'jualize,  not  to  raise  or  lower,  the*  value  of  the  com- 
modity. AVhen  they  speculate  prudently,  they  temper  the  fluctu&tioud  of  price; 
when  imprudently,  they  oflcD  aggravato  tbetii. 
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f  8.  Fltictnations  in  the  rate  of  intereet  arise  from 
variations  eitlier  in  tlie  demand  for  loans,  or  in  the  supply. 
The  6npj>ly  is  liable  to  variation,  though  less  so  than  tlie 
demand.  The  willingness  to  lend  ia  greater  than  usual  at 
the  eomraenccinent  of  a  period  of  speculation,  and  much  less 
than  usual  during  the  revu]ftit>n  which  follows.  In  specu- 
lative timw,  money-lenders  aa  well  ae  other  people  are  in- 
clined to  extend  their  business  by  stretclung  their  credit ; 
they  lend  more  than  usual  (just  as  other  classes  of  dealers 
and  producers  employ  more  than  usual)  of  capital  which 
does  not  belong  to  them.  Accordingly,  these  are  the  times 
when  the  rate  of  interest  is  low ;  tliough  tor  this  too  (as  we 
shall  immediately  see)  there  are  otlier  causes.  During  the 
revulsion,  on  the  contrary,  interest  always  rises  inordinately, 
because,  while  there  is  a  most  pressing  need  on  the  ]mrt  of 
many  jiersons  to  borrow,  there  is  a  general  disinclination 
to  lend.  This  disinclination,  when  at  its  extreme  point,  b 
called  a  panic.  It  occurs  when  a  succession  of  unexpected 
laiUires  lias  created  in  the  mercantile,  and  sometimes  also  in 
the  non-mercantile  public,  a  general  distrust  in  each  others 
solvency ;  disposing  every  one  not  only  to  refuse  fresh  credit, 
except  ftn  very  onerous  termfi,  btit  to  call  in,  it"  poKsible,  all 
credit  which  he  has  already  given.  Deposits  are  withdrawn 
from  baiilcs ;  notes  are  retunicd  on  the  issuers  in  exchange 
for  specie  ;  bankers  raise  their  rate  of  discount,  and  with- 
hold thtiir  customaiy  advances  ;  merchants  refuse  to  renew 
mercantile  bills.  At  such  times  the  most  calamitous  con- 
sequences were  formerly  experienced  from  the  atteinjit  of 
the  law  to  prevent  more  tlmn  a  certain  limited  rate  of  in- 
terest from  being  given  or  taken.  Persons  who  eonld  not 
borrow  at  fivo  per  cent,  had  to  pay,  n4)t  six  or  seven,  but 
ten  or  fifteen  per  cent,  to  compensate  the  lender  for  risking 
the  penalties  of  the  law  :  or  liad  to  sell  securities  or  goods 
for  ready  money  at  a  still  greater  sacritice. 

Except  at  such  periods,  the  amount  of  capital  disposable 
on  lonn  is  subject  to  little  other  variation  than  that  which 
arises  from  the  gradual  process  of  accumulation ;    which 
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process,  however,  in  the  great  commercial  countries,  is 
sufficiently  rapid  to  account  for  the  ahnost  periodical  re- 
ciuTcnce  of  these  lit*  of  speculation ;  since,  when  a  few 
years  have  elapsed  without  a  crisis,  uud  no  new  and  tuiupt- 
ing  channel  for  investment  lias  been  opened  in  the  mean- 
time, there  is  always  tbniid  to  have  occurred  in  those  tew 
years  so  large  an  increase  of  capital  seeking  investment,  as 
to  have  lowered  considerably  the  rate  of  interest,  M'hether 
indicated  by  the  prices  of  securities  or  by  the  rate  of  dis- 
count on  bills ;  and  this  diinirnitioii  of  ijiterest  tempts  the 
possessors  to  incur  hazards  in  hopes  of  a  more  considerable 
return. 

Tlie  demand  for  loans  varies  much  more  largely  tlian 
the  supply,  and  embraces  lorigor  cycles  of  years  in  its  ab- 
errations. A  time  of  war,  for  example,  is  a  period  of 
unusual  drafts  on  the  loan  market.  The  Government,  at 
such  times,  geuerally  incurs  new  luuns,  and  as  these  usually 
succeed  each  other  rapidly  as  long  as  the  war  lasts,  the 
general  rate  of  interest  is  kept  higher  in  war  than  in  peace, 
without  reference  to  the  rate  of  jtrotit,  and  productive  in- 
dustry is  stinted  of  its  usual  supplies.  During  part  of  the 
last  French  war,  the  goveniment  could  not  borrow  under 
six  per  cent,  and  ot*  course  all  other  borrowers  liad  to  pay 
at  least  as  much.  Nor  does  the  influence  of  these  loans 
altogether  cease  when  the  government  ceases  to  contract 
others  ;  for  those  already  contracted  continue  to  afford  an 
investment  for  a  greatly  increased  amount  of  the  disposable 
capital  of  the  country,  whioli,  if  the  national  debt  were  paid 
off,  would  be  added  to  the  mass  of  capital  seeking  ijivc^t- 
ment,  and  (independently  of  temporary  disturbance)  could 
not  but,  to  some  extent,  permanently  lower  the  rate  of  in- 
terest. 

The  same  effect  on  interest  which  is  produced  by  gov- 
ernment loans  for  war  expenditure,  is  produced  by  the  sud- 
den opening  of  any  new  and  generally  attractive  mode  of 
permanent  investment.  The  only  instance  of  the  kind  in 
at  history  on  a  snale  comparable  to  that  of  the  wa.t 
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loanfi,  ifl  the  absorjition  of  capital  in  the  eoiiBtruction  of  rail- 
Avays.  This  capital  must  have  been  prim't]iiL]ly  drawn  from 
the  tlepoBitfi  in  banks,  or  from  savki^s  wliiuh  would  have 
(jone  into  deposit,  and  which  were  destined  to  be  ultimately 
employed  in  bnyiiig  securities  from  persons  who  would  have 
employed  the  pnrehase  money  in  discoiints  or  other  loans  at 
interest :  in  either  case,  it  was  a  di'aft  on  the  j^eueral  loan 
fund.  It  is,  in  fa*:t,  evident,  that  uideas  savings  were  made 
exj^resely  to  be  empk«yed  in  railway  adventure,  the  amount 
thus  emph^yed  nmst  have  been  derived  either  from  the 
actual  capital  of  persouB  in  business,  or  fi-om  capital  winch 
woiild  have  been  lent  to  pereons  in  business.  In  the  first 
case,  the  subtraction,  by  crippling  their  means,  obliges 
them  to  be  larger  bori*owers ;  in  the  second,  it  leaves  less 
for  them  to  borrow  ;  in  either  case  it  equally  tends  to  raise 
the  rate  of  interest. 


§  4.  From  the  preceding  considerations  it  would  be 
seen,  even  if  it  were  not  otherwise  evident,  how  great  an 
error  it  ia  to  imagine  that  the  rate  of  interest  bears  any 
necessary  relation  to  tlie  qnsintity  or  value  of  the  money  in 
circulation.  An  increase  of  the  (currency  has  in  itself  no 
cflfect,  and  is  incapable  of  liaving  any  eftect,  on  the  rate  of 
interest.  A  pa[>er  currency  issued  by  government  in  the 
payment  of  its  ordinary  exf)ense8,  in  however  p^eat  excess 
it  may  be  issued,  aflTectB  the  rate  of  interest  in  no  manner 
whatever.  It  diminishes  indeed  the  power  of  money  to 
buy  couimodities,  but  not  the  power  of  money  to  buy  money. 
If  a  Inmdretl  pounds  will  !>uy  a  perpetual  annuity  of  four 
pounds  a  year,  a  depreciation  which  makes  tbe  hundred 
pounds  worth  only  half  as  much  as  liefore,  has  precisely  the 
same  effect  on  the  four  pounds,  and  therefore  cannot  alter 
the  relation  between  the  two.  Unless,  indeed,  it  is  known 
and  reckoned  upon  that  the  de]>reciation  will  only  be  tem- 
poraiy ;  for  }>eople  certainly  might  he  willing  to  lend  the 
depreciated  currency  on  cheaper  terms  if  they  expected  to 
bo  repaid  in  7))oncy  of  full  value. 
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It  is  perfectly  true  that  in  England,  and  in  most  other 
commercial  countries,  an  addition  to  the  currency  almost 
always  seeins  to  have  the  effect  of  luwuririg  the  rate  of  in- 
terest ;  hecause  it  is  almost  alwayn  accompanied  by  some- 
tiling  which  really  has  that  tendency.  The  currency  in 
common  use,  being  a  currency  provided  by  bankers,  is  all 
issued  in  the  way  of  loans,  except  such  part  as  happojui  to 
be  employed  in  the  jmrehase  of  gold  aud  silver.  Tlie  same 
opei'ation,  therefore,  which  adds  to  the  currency,  also  adds 
to  the  loans,  or  to  the  capital  seeking  investment  on  loan  ; 
properly,  indeed,  the  currency  is  only  increased  in  order 
that  the  loans  m.ay  be  increased.  Now,  though  as  currency 
tliese  issues  liave  not  an  afl'ect  on  interest,  as  loans  tbey 
have.  Inasmuch  therefore  as  an  expansion  or  contraction 
of  paper  currency,  when  that  currency  consists  of  bank 
notes,  is  always  also  an  ex])ansion  or  contraction  of  credit ; 
the  distinction  is  seldom  properly  drawn  between  the  elferts 
which  belong  to  it  in  the  former  and  in  the  latter  charat-ter. 
Tlie  confusion  is  thickened  by  the  unfortunate  misa]^pUca- 
tion  of  language,  which  designates  the  rate  of  interest  by 
a  phrase  ("  the  value  of  money  ")  which  properly  expresses 
the  purchasing  power  (>f  the  circulating  medium.  Not 
only,  thei'efore,  ai'e  bank  notes  supposed  to  produce  effects 
as  currency,  which  they  only  produce  as  loans,  but  atten- 
tion IS  habitually  diverted  from  effects  similar  in  kind  and 
much  greater  in  degree,  when  produced  by  an  action  on 
loans  which  does  not  happen  to  be  accompanied  hy  any 
action  on  the  currency. 

For  example,  in  considering  the  effect  produced  by  the 
proceedings  of  banks  in  encouraging  the  excesses  of  specu- 
lation, ad  immense  effect  is  usually  attributed  to  theii'  issues 
of  notes,  but  until  of  late  hardly  any  attention  was  paid  to 
the  management  of  their  deposits,  though  nothing  is  more 
certain  than  that  their  imprudent  extensions  of  credit  take 
place  moi-e  frequently  by  means  of  their  deposits  than  of 
tiieir  issues.     *'  Tliere  is  no  doubt,"  says  Mr,  Tooke,*  '*  that 

•  Jntfuir/f  into  the  Curreney  Priueijtlfs  clwip-  wv. 
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Imnks,  whether  private  or  joint  stock,  may,  if  imprudently 
conducted,  minister  to  an  undue  extension  of  credit  for  tlie 
purpose  of  speculations,  whether  in  commodities,  or  in  over- 
trading ill  exports  or  imjiorts,  ur  in  building'  or  mining 
operations,  and  that  they  have  so  miniatered  not  unfre- 
tpiently,  and  in  some  eases  to  an  extent  ruinous  to  theni- 
eelves,  and  without  ultimate  benefit  to  the  parties  to  whose 
views  their  resources  were  made  subservient."  But,  "sup- 
posiag  all  the  deposits  received  by  a  banker  to  be  in  coin, 
is  he  not,  just  as  mueh  as  tlie  isiiuing  bauier,  exposed  to  the 
importunity  of  customers,  whom  it  may  be  impolitic  to  re- 
fuse, for  loans  or  discounts,  or  to  be  tempted  by  a  high 
interest  ?  and  may  he  not  be  induced  to  encroach  so  much 
upon  his  deposits  as  to  leave  hbu,  under  not  improbable 
fircumstances,  unable  to  meet  the  demands  of  his  depos- 
itors i  In  what  respect,  indeed,  wouhl  the  case  of  a  banker 
in  a  perfectly  metallic  circulation,  ditfer  from  that  of  a 
London  banker  at  the  present  day  ?  lie  is  not  a  creator 
of  money,  he  cannot  avail  himself  of  his  privilege  as  hu 
issuer  in  aid  of  his  other  business,  and  yet  tliere  have  been 
lamentable  instances  of  Loudon  bankers  issuing  money  in 
excess.'* 

In  the  discussions,  too,  which  have  been  for  so  many 
years  carried  on  respecting  the  operations  of  the  Bank  of 
England,  and  the  effects  produced  by  those  o])Grations  on 
the  state  of  credit,  though  for  nearly  half  a  century  there 
never  has  been  a  commercial  crisis  which  the  Bank  has  not 
been  strenuously  accused  eitlier  of  i)roducing  or  of  a^ora- 
vating,  it  has  been  almost  universally  assumctl  that  the 
influence  of  its  acts  was  felt  only  tlirough  the  amount  of  its 
notes  in  circulation,  and  that  if  it  could  be  prevented  from 
exercising  any  dispretion  as  to  that  one  feature  in  its  ]>o8i- 
tion,  it  would  no  longer  have  any  power  liable  to  abuse. 
This  at  least  is  an  eiTor  whitdi,  after  the  experience  of  the 
year  1847,  we  may  hope  has  been  committed  for  the  last 
time.  During  that  year  the  hands  of  the  bank  were  abso- 
]iiteij  tied,  in  ite  character  of  a  bank  of  issue  ;  but  through 
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ite  operations  as  a  bank  of  deposit  it  exerciBed  as  great  an 
influence,  or  apparorit  influence,  on  the  rate  oi"  interest  and 
the  state  oi*  credit,  as  at  any  former  period  ;  it  was  exposed 
to  as  vehement  accusations  of  abusiug  that  inflaence;  and 
a  crisis  occurred,  such  as  few  that  preceded  it  had  equalled, 
and  none  perhaps  surpassed,  iu  iiiteusit^. 


§  5.  Before  quitting  the  general  subject  of  this  chajv 
ter,  I  will  make  the  obvious  remark,  that  the  rate  of  interest 
determines  the  value  and  price  of  all  tlioee  saleable  articles 
which  are  desired  and  bought,  not  for  themselves,  but  for 

ttlic  income  wliich  they  ai-o  capable  of  yielding.  The  pub- 
lie  funds,  shares  in  joint  stock  companies,  and  all  descrip- 
tions of  securities,  are  at  a  high  price  in  proportion  as  the 
rate  of  interest  is  low.  Tliey  are  sold  at  the  price  which 
will  give  the  market  rate  of  interest  on  tiie  purchase  money, 
with  allowance  for  all  differencyB  in  the  risk  incurred,  or  in 
any  circumstance  of  convenience.  Exchequer  hills,  for  ex- 
ample, usually  sell  at  a  higher  price  than  consols,  propor- 
tionally to  the  interest  which  they  yield ;  because,  though, 
the  security  is  the  same,  yet  the  former  being  annually  paid 
oif  at  par  unless  renewed  by  tlie  holder,  the  purchaser 
(nnlese  obliged  to  sell  in  a  moment  of  general  emergency,) 
is  in  no  danger  of  losing  anything  by  tlie  resale,  except  the 
premium  he  may  have  paid. 

Tlie  price  of  land,  mines,  and  all  other  fixed  sources  of 
income,  depends  In  like  manner  on  the  rate  of  interest. 
Land  usually  sells  at  a  higher  price,  in  proportion  tu  the 
income  afforded  by  it,  than  the  public  fiinds,  not  only  bo- 
c-anae  it  is  thought,  even  in  this  country,  to  be  somewhat 
more  secure,  but  because  ideas  of  power  and  dignity  are 
E&ociated  with  ite  possession.  But  these  differences  are 
constant,  or  nearly  so  ;  and  in  the  variations  of  price,  land 
follows,  cceteris  paribus^  the  pennanent  (though  of  comrse 
not  the  daily)  variations  of  tlie  rate  of  interest.  When 
interest  is  low,  land  will  naturally  he  dear;  when  interest 
is  high,  land  will  be  cheap.     The  last  long  ww  ^YG%KViX.si^ 
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a  striking  exception  to  this  rule,  since  tlie  price  of  land  as 
well  as  the  rate  of  interest  was  then  remarkably'  high.  For 
tins,  however,  there  wae  a  special  cauae.  The  continuance 
of  a  very  high  average  price  of  corn  for  mixny  years,  Iiad 
raised  the  rent  of  land  even  more  than  in  proportion  to  the 
rise  of  interest  and  fall  of  the  selling  price  of  fixed  incomes. 
Had  it  not  been  for  this  accident,  chiefly  dependent  on  the 
eeaeona,  land  must  have  sustained  as  great  a  depreciation 
in  value  as  the  public  fnnds  :  which  it  probably  would  do, 
were  a  aiinilar  war  to  break  out  hereafter ;  to  the  signal 
disappointment  of  those  landlords  and  fanuera  who,  gen- 
eralizing from  the  casual  circumstances  of  a  remarkable 
period,  so  long  persuaded  themselves  that  a  state  of  wai* 
wag  peculiarly  advantageous,  and  a  state  of  peace  disadvan- 
tageous, to  what  they  chose  to  call  the  interests  of  agricul- 
ture. 


CHAPTER  XXIV. 

OF  THE   REGtTLATION  OF  A  CONVERTIBLE  PAPER 
CURaKNCY. 


§  1.  The  freqwent  recurrence  dnring  the  last  half  cen- 
tiiry  of  the  painful  senes  of  plienomena  called  a  commercial 
crisis,  has  directed  much  of  the  attention  both  of  economists 
and  of  practical  politiciane  to  the  contriving  of  expedients 
for  averting,  or  at  the  least,  mitigating  its  evils.  And  the 
habit  which  grew  np  during  the  era  of  Uie  Bank  restriction, 
of  ascribing  all  alterations  of  high  and  low  prices  to  the 
issues  of  banks,  has  caused  inciuirers  in  general  to  fix  their 
hopes  of  success  in  moderating  those  vicissitudes,  upon 
schemes  for  the  regulation  of  bank  notes.  A  scheme  of  this 
nature,  at^er  having  obtained  the  sanction  of  high  authori- 
ties, fio  far  established  itself  in  the  public  miud,  as  to  be, 
with  general  approbatioiij  converted  into  a  law,  at  the  re- 
newal of  the  Cliarter  of  the  Bank  of  England  in  1844  :  and 
the  regulation  is  still  in  force,  tliough  with  a  great  abate- 
ment of  its  popularity,  and  with  its  prestige  impaired  by 
two  temporary  suspensions,  on  the  responsibility  of  the 
executive,  the  earlier  of  the  two  little  more  than  three  years 
after  its  enactment.  It  is  proper  that  the  merits  of  this  plan 
for  the  regulation  of  a  convertible  bank  note  currency  should 
he  here  considered.  Before  touching  upon  the  practical 
provisions  of  Sir  Robert  Peers  Act  of  1844,  I  shall  briefly 
state  the  nature,  and  examine  the  grounds,  of  the  theory  on 
which  it  is  founded. 

It  is  believed  by  many,  that  hanks  of  isBue  universally. 


or  the  Bank  of  England  in  particular,  have  a  power  of  tlirow- 
ing  their  notes  into  circulation,  and  thereby  raii»ing  pnces, 
arhitrarilj  ;  that  this  power  is  only  limited  by  the  deifree 
of  moduratiou  with  which  they  think  lit  to  exereitie  it ;  tliat 
when  they  increase  their  issues  beyond  the  usual  aiuoimt, 
the  rise  of  prices,  thus  produced,  generates  a  spirit  of  specu- 
lation iu  commodities,  wliich  carries  prices  still  higher,  and 
ulthnately  causes  a  reaction  and  recoil,  amounting  in  ex- 
treme cases  to  a  commercial  crisis ;  and  that  eviivy  such 
crisis  which  has  occurred  in  this  country  withm  mercantile 
memory,  has  been  either  originally  produced  by  this  cause, 
ur  j^eatly  aggravated  by  it.  Tu  lliis  extreme  leii^'tb  the 
currency  tlieory  has  not  been  carried  by  tlie  eminent  politi- 
cal economists  who  have  given  to  a  more  moderate  lonu  of 
the  same  tlieory  the  sanction  of  their  name«.  But  1  have 
not  overstated  the  extravagance  of  the  popular  version; 
which  ip  a  remarkable  instance  to  what  lengths  a  favourite 
theory  will  huriy,  not  the  closet  students  whose  competency 
in  such  questions  is  often  treated  with  so  much  contempt, 
but  men  of  tlie  world  and  of  business,  who  pique  themselves 
on  the  practical  knowledge  which  they  have  at  least  had 
ample  opportunities  of  acquiring.  Not  only  has  this  fixed 
^^^  idea  of  the  currency  as  the  prime  agent  in  the  fluctuations 
^^H  of  price,  made  them  shut  their  eyes  to  the  multitude  of  cir- 
^^^  cimifitanees  which,  by  influencing  the  expectation  of  supply, 
I  are  the  true  causes  of  almost  all  speculations  and  of  almost 

I  all  fluctuations  of  price ;   but  in  order  to  bring  about  the 

■  clironological  agreement  required  by  their  theory,  between 
I  the  variations  of  bank  issues  and  those  of  prices,  they  have 
I  played  such  fantastic  tricks  with  facta  and  dates  as  would 

■  be  thouglit  incredible,  if  an  eminent  practical  authority  had 
^^—^  not  taken  the  trouble  of  meeting  them,  on  tlie  ground  of 
^^M  mere  history,  with  an  elaborate  expo-surc.  I  refer,  as  all  con- 
^^H  vei-sant  with  the  subject  must  be  aware,  to  Mr.  Tooke's  His- 
^^H  tory  of  Prioes.  The  result  of  Mr.  Tooke's  investigations  was 
^^H         thus  stated  by  himself,  in  his  examination  before  the  Commons 


REtJL'LATION  OF   crRREKCY. 


2ir 


I 
I 
I 
i 
I 


evidences  of  it  stand  recorded  in  liis  book :  "  In  puiiit  of 
fact,  and  liistoricHlly,  a&  far  as  my  researches  have  gone, 
in  livery  signal  instance  of  a  rii^e  or  fall  of  ]>rtceH,  tlie  rise  or 
fall  has  preceded,  and  therefore  eouUl  not  be  the  eifect  of, 
an  enlargement  or  contraction  of  the  bank  circulation." 

The  extravagance  of  the  curreney  theorists,  in  attribut- 
ing alniobt  every  rise  or  fall  of  prices  to  an  enlargerrunt    or 
contraction  of  the  isBues  of  btuik  notes,  htw  raised  np,  by 
reaction,  a  theory  the  extreme  opposite  of  tlie  former,  of 
which,  in  seientitic  diaeuasion,  the  most  j)romincnt  repre- 
sentatives are  Mr.  Tooke  and  Mr.  Fullart«n.     Tliis  counter- 
theory  denies  to  bank  notes,  so  long  as  their  convertibility 
U  maintained,  any  power  whatever  of  raising  prices,  and  to 
banks  any  power  of  increasing  their  circulation,  except  as 
jSk  consetjuence  of,  an<l  in  proportion  to,  an  increase  of  the 
business  to  be  done.     This  last  statement  is  supported  by 
the  unanimous  assurances  of  all   the  country  bankers  who 
have  been  examined  before  successive  Parliamentary  Com- 
mittees on  the  subject.     TJiey  all  bear  testimony  that  (in 
the  words  of  Mr.  FuUarton*)  "the  amount  of  their  issues 
is  exclusively  regulated  by  the  extent  of  local  dealings  and 
expenditure  in  their  respective  districts,  fluctuating  with 
the  fluctuations  of  production    and  price,   and    that    they 
tieither  can  increase  their  issues  beyond  the  limits  which 
tlie  range  of  such  dealings  and  expenditure  presciibes,  with- 
out the  certainty  of  having  their  notes  immediately  retnrned 
to  them,  nor  diminisli  them,  but  at  an  almost  equal  certainty 
of  the  vacancy  being  tilled  up  from  some  other  source," 
l^rom  tliese  premises  it  is  argued  by  Mr.  Tooke  and  Mr. 
f'ullarton,  that  bank  iesuea,  since  tliey  cannot  be  increased 
•1'  amount  unless  there  be  an  increased  demand,  cannot  poe- 
^'Ijly  raise  prices ;  eannfit  encourage  speculation,  nor  occa- 
*>TO  a  commercial  crisis ;   and  that  the  attempt  to  guard 
Against  that  evil  by  an  artificial   nianairement  of  tlie  issue 
^l  notes,  is  of  no  effect  for  the  intended  purpose,  and  liable 
*o  produce  other  consequences  extremely  calamitous. 


se 
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§  2.  As  much  of  this  doctrine  as  rests  tipon  testimony, 
and  not  upon  inference,  appears  to  me  incontrovertible.  I 
give  coit'ipletc  credence  to  the  assertion  of  the  conntry  bank- 
ers, very  clearly  and  correctly  condensed  into  a  small  com- 
pass in  the  sentence  jnst  quoted  from  Mr.  Fnllarton,  I  am 
convinced  that  they  cannot  possibly  increase  their  issue  of 
notes  in  any  other  circumstances  thau  those  which  are  there 
stated.  I  believe,  also,  that  the  theory,  grounded  by  Mr. 
Fnllarton  upon  tliis  fact,  contains  a  large  portion  of  tmtli, 
and  u  far  nearer  to  being  the  expression  of  the  whole  truth 
than  any  form  whatever  of  the  currency  theory. 

There  are  two  states  of  the  markets:  one  which  may  be 
termed  the  quiescent  state,  the  other  the  expectant,  or  specu- 
lative state.  Tlie  firet  is  that  in  wliich  there  is  nothing 
tending  to  engender  in  any  considerable  portion  of  the  mer- 
cantile public  a  desire  to  extend  their  operations.  The  pro- 
ducers produce  and  the  dealers  purchase  only  their  usual 
stocks,  liavini^  no  expectation  of  a  more  than  usualty  rapid 
vent  for  them.  EaL'h  person  transacts  his  ordinary  amount 
of  business  and  no  more,  or  increases  it  only  in  correspond- 
ence with  the  increase  of  his  capital  or  coiuiexionj  or  with 
the  gradual  growtii  of  the  demand  for  In's  commodity,  occa- 
sioned by  the  public  prosperity.  Not  meditating  any  unusual 
extension  of  their  own  operations,  producers  and  dealere  do 
not  need  more  than  the  usual  accommodation  fi-om  bankers 
and  other  money  lenders ;  and  as  it  is  only  by  extending 
their  loans  that  bankers  increase  their  issues,  none  but  a 
momentary  augmentation  of  issues  is  in  these  circumstances 
possiltle.  If  at  a  C(.'rtain  lime  of  the  year  a  portion  of  the 
public  have  larger  payments  to  make  than  at  other  times,  or 
if  an  individutil,  under  some  peculiar  exigency,  requires  an 
extra  advance,  they  may  apply  for  more  bank  notes,  and 
obtain  them;  but  the  notes  will  no  more  remain  in  circulation, 
than  the  extra  quantity  uf  Bank  of  Enj^land  notes  which  are 
issued  once  in  every  three  months  in  payment  of  the  divi- 
dends. The  person  to  wlmm,  after  being  borrowed,  the  notes 
are  paid  away^  has  no  extra  payments  to  make,  and  no  pe- 
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culiar  exigency,  and  he  keeps  them  by  him  unnaed,  or  sendfl 
them  into  dejKisit,  or  repays  witli  them  a  ]>rc'vious  advaiK'e 
made  to  hirn  by  iH>ine  banker :  in  any  case  iie  does  not  buy 
commodities  with  them,  since  by  the  suppositiou  there  is  no- 
thing to  induce  him  to  lay  in  a  larger  stock  of  commodities 
than  before.  Even  if  we  suppose,  as  we  may  do,  that  bankers 
create  an  artificial  increa8eof  the  demand  for  loans,  by  offer- 
ing them  below  the  market  rate  of  interest,  the  notes  they 
issue  ^vill  not  remain  in  circulation  ;  for  when  the  borrower, 
having  completed  the  transaction  for  wliich  he  availe<l  him- 

&     self  of  thern,  has  jiaid  them  away,  tfie  creditor  or  dealer  who 

"  receives  them,  having  no  demand  for  the  immediate  use 
of  an  extra  quantity  of  notes,  sendtj  them  into  deposit. 
Li  this  case,  therefore,  there  can  be  no  addition,  at  tlie 
diat^retion  of  banker.-;,  to  the  general  circulating  medium : 
any  increase  of  their  issues  either  cornea  back  to  them,  or 

ft     remains  idle  in  tlie  hands  of  tlie  public,  and  no  rise  takes 

'     place  in  prices. 

But  there  is  another  state  of  the  marketR,  strikingly  con- 
trasted with  the  preceding,  and  tx)  this  state  it  is  not  so 
»  obvious  that  the  theory  of  Mr.  Tooke  and  Mr.  Fullarton  is 
hpplicable;  namely,  when  an  impression  prevail,  whether 
well  founded  or  groundless,  that  the  supply  of  one  or  more 
great  articles  of  commerce  is  likely  to  fall  short  of  the  ordi- 
nary consumption.  In  such  circumstances  all  persons  con- 
nected with  those  commodities  desire  to  extend  their  oper- 
ations. The  producers  or  importers  desire  to  produce  nr 
import  a  larger  (|nantily,  speculatoi-sdesii-e  to  lay  in  a  stock 
in  order  to  profit  by  the  expected  rise  of  price,  and  holders 
of  the  conmiodity  desire  additional  advances  to  enable  them 
to  continue  holding.  All  thc-ae  classes  arc  disposed  to  make 
a  more  tlian  ordinary  use  of  their  credit,  and  to  this  desire  it 
is  not  denied  that  bankers  very  often  unduly  administer. 
Effects  of  the  same  kind  may  be  ]>rifduced  by  anything 
which,  exciting  more  than  usual  hopes  of  profit,  gives 
increased  brisk-ness  to  business:  for  example,  a  sudden 
foreign  demand  for  commodities  on  a  large  scale^  Qt  vW 


i 


220 


BOOK   III.      CHAITER  XXJV.      §2.      . 


expectation  of  it ;  such  aa  occurred  on  tlie  opening  of  Spanish 
America  to  English  trade,  and  haa  occurred  on  variouh  occa- 
sions in  the  trade  with  the  United  States.  Such  occurrences 
produce  a  tendency  to  a  rise  of  price  in  exportable  ai-tieles, 
and  generate  tfpeciilatiuns,  sonietimes  of  &  reasonable,  and 
(as  long  as  a  lar^e  prc)]K)rtion  of  men  in  busiiictis  prefer 
excitement  to  eafety)  frequently  of  an  in'ational  or  iiuiuod- 
erftte  character.  In  sxich  eases  there  is  a'  desire  in  the  mer- 
cantile classes,  or  in  some  portion  of  them,  to  employ  their 
credit,  in  a  more  than  usual  degree,  as  a  power  of  purchasing. 
This  is  a  Btate  of  business  which,  when  pushed  to  an  extreme 
length,  brings  on  the  revulsion  called  a  commercial  f-risis; 
and  it  k  a  kno^\^i  fact  that  such  perioda  of  tipeculMtioii  hardly 
ever  pass  off  without  having  been  attended,  during  some 
part  of  their  progress,  by  a  considerable  increase  of  bank 
notes. 

To  this,  however,  it  is  replied  by  Mr.  Tooke  and  Mr. 
Fnllarton,  that  the  inc^rea&e  of  the  circulation  alway>  follows 
instead  of  preceding  the  rise  of  prices,  and  is  not  its  cuusej 
but  its  effect.  That,  in  the  first  place,  the  speculative  pur- 
chases by  which  prices  are  raised,  are  not  affected  by  bank 
notes  but  by  cheques,  or  still  more  commonly  on  a  i^imple 
book  credit :  and  secondly,  even  if  they  were  made  with  bank 
notes  borrowed  for  that  express  purpose  from  bankers,  the 
notes,  after  being  used  for  that  piii-pose,  would,  if  not  wanted 
for  current  transHctions,  be  returned  into  deposit  by  the  per- 
sons receiving  them.  In  tliis  I  fully  concm*,  and  I  regai-d  it 
as  proved,  both  scientifically  and  historically,  that  during  the 
ascending  period  of  speculation,  and  aa  long  aa  it  U  contined 
to  transactions  between  dealers,  the  issues  of  bank  notes  are 
seldom  materially  increased,  nor  contribute  anything  to  the 
speculative  rise  of  prices.  It.  seerns  to  me,  however,  that 
this  can  no  longer  be  affirmed  when  speculation  has  pro- 
ceeded so  far  as  to  reach  the  producers.  Speculative  orders 
given  by  mercliants  to  manufattturers  induce  them  to  extend 
their  operations,  and  to  become  applicants  to  bankers  for 
increased  advances,  which,  if  made  in  notes,  are  not  paid 
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away  to  pereonB  who  return  them  into  deposit,  bnt  are  par- 
tially expended  in  paying  wages,  and  paas  into  the  various 
channels  of  retail  trade,  where  they  become  directly  effective 
iu  producing  a  further  rise  of  prices.  I  cannot  but  think 
that  this  employiueiU  of  bank  notes  must  have  beeu  powei^ 
fnlly  operative  on  pricc!*  at  the  time  when  notes  of  one  and 
two  pounds  value  were  permitted  by  law.  Admitting,  liow- 
evcr,  that  the  prohibition  of  notes  below  five  pounds  has  now 
rendered  thi^  part  of  their  operation  comparatively  insig- 
niliiant  by  greatly  limiting  their  ai>plicnhiUty  to  the  payment 
of  wages,  there  is  ancitlicr  fbnn  of  their  instrumentality 
which  comc-H  into  play  in  the  later  &tages  of  speculation,  and 
whieii  forms  the  principal  argument  of  tlie  more  moderate 
supporters  of  the  curi*ency  theory.  Though  advances  by 
bankers  are  seUlom  demanded  for  the  purpose  of  buying  on 
speculation,  they  are  largely  demanded  by  unsuccessful  sijCcu- 
lators  for  the  purpose  of  holding  on  ;  and  the  competition  of 
these  speeulatora  for  a  share  of  the  loanable  capital,  makes 
even  those  who  have  not  speculated,  more  dependent  than 
before  ou  bankers  for  the  advances  they  require.  Between 
the  ascending  period  of  speculation  and  the  revulsion,  there 
is  an  interval  extending  to  weeks  and  sometimes  months,  of 
Bti'uggling  against  a  fall.  The  tide  having  shown  signs  of 
taming,  the  speculative  holders  are  unwilling  to  sell  in  a 
falling  market,  and  in  the  meantime  tbey  require  funds  to 
enable  them  to  fulfil  even  their  ordinary  engagements.  It  is 
thia  stage  that  is  ordinarily  marked  by  aenniiiderahle  increase 
in  the  amount  of  the  bank  note  circulation.  Tliat  such  an 
increase  does  usually  take  place,  is  denied  by  no  one.  And  I^ 
think  it  must  be  admittefl  that  this  increase  tends  to  prolong; 
the  duration  of  the  speculations;  that  it  enables  the  specu- 
lative ])rices  to  be  kept  up  for  some  time  after  they  would 
otherwise  have  collapsed;  and  therefore  prolongs  and  in- 
creases the  drain  of  the  precious  metals  for  exportation,  which 
is  a  leading  feature  of  thia  stage  in  the  progress  of  a  com- 
mercial crisis  :  the  continuance  of  which  drain  at  last  endan- 
gering the  power  of  the  banks  to  fultil  their  engagement  of 
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paying  their  notes  on  demand,  they  are  compelled  to  contract 
thoir  <Tt;dit  more  suddenly  and  severely  than  would  have 
been  neceseary  it'  they  had  been  ]>revented  from  i)roiiping  up 
speculation  by  increased  advanecB,  after  the  time  when-the 
recoil  had  become  inevitable. 


g  3.  To  prevent  tliis  retardatiou  of  the  recoil,  and  ulti- 
mate aggravation  of  its  severity,  is  the  objeet  of  the  scheme 
for  regulating  the  currency,  of  which  Lord  Overistone,  Mr. 
Norman  and  Colonel  Ton-eus,  were  the  lirst  pronmlgators, 
and  which  has,  in  a  sUirhtly  modified  form,  been  enacted  into 
law.* 

According  to  the  scheme  in  its  original  purity,  the  issue  of 
promissory  notes  for  circulation  was  to  be  confined  to  one 
body.  In  the  form  adopted  by  Parliament,  all  existing 
issuers  were  permitted  to  retain  this  priWlege,  but  none  were 
to  be  thereafter  admitted  to  it,  even  in  the  place  of  those  who 
might  discontinue  their  issues  ;  and,  for  all  except  the  Bank 
of  England,  a  maximum  of  issueti  was  prescribed,  on  a  scale 

*  1  tliink  myseW  justified  in  affirming  that  the  miiigaUoti  of  commercial  nv 
viilrious  id  tht*  real,  and  ottly  seriuus.  purpoat;  ol"  ihe  Act  of  1844.  I  am  quite 
»ware  thai  iu  t^upjiortiTH  insi.st  (etipL'tinlly  nmce  1847)  c»n  its  fiitpreme  efBcatiy  in 
"raaintaining  the  converttbititj  of  the  Bank  note."  But  T  mubt  be  excused  for 
not  attaohinp;  auy  scriouB  iuiportacce  to  thiii  one  umoug  Its  alleged  tnerits.  The 
convertibility  of  the  Bank  note  was  niatntiiined,  aiid  would  have  coutiniicd  to  Im 
maintained,  at  whatever  ei>sl,  utidtrr  thv  oid  syslfm.  As  was  well  said  hy  Lord 
Overstone  in  Iiis  EviA'iice,  the  Bank  uaii  always,  by  a  fiuflieiently  violent  action 
on  credit,  savo  itsetf  at  the  eipenso  of  the  mercantile  puhlic.  That  the  Act  of 
1844  mitigates  the  violence  of  tliat  process,  is  *  sufficient  claim  to  prefer  in  its 
behalf.  Besides,  if  we  Hnppoae  such  a  de^oe  nf  mismanagement  on  the  part  of 
the  Bank,  as,  were  it  not  for  the  Act,  would  cudangcr  the  continuance  of  con- 
vertihility,  tlie  same  (or  a  lens)  degree  of  miftniaiiagementj  pniclisod  under  the 
Act,  would  STifficc  to  produce  n  giLtpen^iion  nf  [taymetita  liy  the  Banking  Depart- 
ment; ttti  event  which  the  compulsory  separation  of  the  two  departments  brings 
much  nearer  to  pot*.*il>ility  than  it  was  hcfniT,  and  which,  involving  as  it  would 
the  probaUlu  stoppage  of  evury  private  baiiking  (.■sUUillHlnnent  in  London,  and 
perhaps  also  the  non-paynjent  of  the  diviilenda  to  the  national  creditnr.  wouhl 
^M•  a  far  greater  immediate  calamity  than  a  brief  interrtiption  of  the  convertibility 
of  th«  note ;  insomiieh  that,  to  enable  the  Bank  to  resume  payment  of  its  de- 
posita,  no  Government  would  hoiiiiate  a  oioineut  to  suspend  payment  of  tfao 
notes,  ifsuBpcuaiou  of  the  Act  uf  1844  proved  iiiitufneiont. 
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inteutionaUy  low.  To  tlic  Bank  of  England  no  maxinium 
waa  fixed  for  the  aggregate  amount  of  its  notes,  but  only  for 
the  })ortion  issued  on  set-urities,  or  in  other  words,  on  loan. 
These  were  never  to  exceed  a  certain  liiiiitj  fixed  in  the  Hrst 
inEtanee  at  fourteen  rnillionB.^  All  isfiues  beyond  that 
amount  must  be  in  exchange  for  bullion;  of  which  tlie 
Bank  is  hound  to  purchase,  at  a  trifle  below  the  mint  valu- 
ation, any  quantity  which  is  offered  to  it,  giving  its  notes 
in  exchange.  In  regard,  therefore,  to  any  is8ne:>  of  notes 
beyond  the  limit  of  fourteen  milhons,  the  Bank  is  purely 
passive,  having  no  function  but  the  compulsory  one  of 
giving  its  notes  for  gold  at  3^.  I7s.  9^.,  and  gold  for  its  nottsi 
at  Zl.  17^.  lO^d.j  whenever  and  by  whomsoever  it  is  called 
upon  to  do  so. 

The  object  for  which  this  mechanism  is  intended  is.  that 
the  bank  note  currency  may  vary  in  its  amount  at  the  oxaet 
times,  and  in  the  exact  degree,  in  which  a  pnrcly  metallic 
curreney  would  vnry.  And  the  precious  metals  being  the 
commodity  that  has  hitherto  approached  nearest  to  that 
invariability  in  all  the  circunis^tances  influencing  value,  which 
fits  a  commodity  for  being  adopted  as  a  medimu  of  exchaitge, 
it  seems  to  be  thought  that  the  excellence  of  the  Act  of  1S44 
is  fiilly  made  out,  if  under  its  operation  the  issues  conform  in 
all  their  variations  of  quantity,  and  thereibre,  as  is  inferred,  of 
value,  to  the  vanations  which  would  take  place  in  a  curi'ency 
wholly  metaJUe. 

Now,  all  reasonable  opponents  of  the  Act,  in  common 
with  its  supporters,  afkn<jwledge  as  an  essential  requisite  of 
any  substitute  for  tlic  prociuus  metals,  that  it  ahouJd  conform 
exactly  in  its  permanent  value  to  a  metallic  standard.  And 
they  say^  that  so  long  as  it  ia  convertible  into  specie  on  de- 

*  A  cnnditioiml  incrt^ojie  of  ihh  niaxicnUTn  \»  peniiUtcd,  but  only  when  by 
arrangement  with  an?  counti^  hank  the  isaupa  of  that  bank  ntc  discontinued, 
and  Uaiik  of  England  notes  substituted  ;  and  even  tlion  the  incTca-ie  is  limited  to 
iwo-thinJs  of  the  amount  of  the  country  notes  to  be  thereby  enperisoded.  Uader 
this  provision  tbo  aio^ijiit  of  note^  which  the  Bonk  of  England  is  now  at  liberty 
to  iseue  a^iust  aecurilieti,  is  rather  under  fourteen  and  a  half  millioQa 
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maud,  it  does  and  must  so  conform.  But  when  the  value 
of  ri  metallic  or  of  any  other  cuiTt^ncy  is  spoken  of,  there 
are  two  points  to  he  considered;  the  permanent  or  average 
value,  and  the  tiiiotuatioris.  It  is  to  the  permanent  value 
of  a  metallic  currency,  that  the  value  of  a  papei*  currency 
ought  to  conform.  But  thertj  is  no  obvious  reason  why  it 
fiiiould  be  required  to  conform  to  the  fluctuations  too.  The 
only  object  of  its  conforming  at  all,  is  Bl4'adiness  of  value,; 
and  with  respect  to  fluctuations  the  sole  thing  desirable  is 
tbat  they  slxould  be  the  smallest  possible.  Now  the  fluctu- 
ations in  tlie  value  of  the  currency  are  determined^  not  by  its 
quantity,  whether  it  consists  of  gold  or  of  paper,  but  by  the 
expansions  and  conti'actions  of  credit.  To  discover,  thei-e- 
fore,  what  currency  will  conform  the  most  nearly  to  the 
pcnnan'^nt  value  of  tlie  precious  metals,  we  must  find  under 
what  currency  the  variations  iu  credit  are  least  frequent 
and  least  extreme.  Now,  whether  this  object  is  best  at- 
tained by  a  metallic  currency  (and  therefore  by  a  paper 
currency  exactly  conforuiiiig  in  quantity  to  it)  is  precisely 
the  question  to  be  decided.  D'  it  should  prove  that  a  paper 
currency  which  follows  all  the  fluctuations  iu  quantity  q^  a 
metallic,  leads  to  more  violent  revulsions  of  credit  than  one 
which  is  not  held  to  this  rigid  conformity,  it  will  follow  that 
the  currency  which  agrees  most  exactly  in  quantity  with  a 
metallic  currency  is  not  that  which  adheres  closest  to  its 
value ;  that  is  to  say,  its  permanent  value,  with  which  alone 
agreement  is  desirable. 

"Whether  this  is  really  the  case  or  not  we  wiU  now  inquire. 
And  fii-at,  let  us  consider  whether  the  Act  effects  the  practical 
object  chiefly  relied  on  in  its  defence  by  the  more  sober  of 
its  advocates,  that  of  arresting  speculative  extensions  of  credit 
at  an  earlier  period,  with  a  less  drain  of  gold,  and  consequently 
by  a  milder  and  more  gradual  process.  I  think  it  must  be 
admitted  that  to  a  certain  degree  it  is  successful  in  this 
object. 

I  am  aware  of  what  may  be  urged,  and  reasonably  urged, 
jn  opposition  to  this  opinion.     It  maybe  said,  that  when  the 
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time  arrives  at  which  the  banks  arc  pressed  for  increased 
aiivauceri  to  enable  speculatore  to  falfil  their  engagements,  a 
Jiniitation  of  tlie  issue  of  notes  will  not  prevent  tiie  banks,  if 
otlierwiee  willing,  from  making  these  advances;  tliat  they 
have  i-till  their  deposits  as  a  source  from  whieli  loans  may  be 
made  beyond  tlie  point  winch  is  consistent  with  prudence  as 
bankere;  and  that  even  if  they  refused  to  do  so,  the  only 
efl'ect  would  be,  that  tlie  deposits  themselves  would  be  drawn 
out  to  supply  the  tvautB  of  the  depositors;  which  would  be 
just  as  nuich  an  addition  to  the  bank  notes  and  coin  in  the 
hands  of  the  public,  ae  if  the  notes  theineelves  were  increased. 
Tills  is  true,  and  is  a  sufficient  answer  to  those  who  think 
that  the  advauc^es  of  banks  to  prop  up  failing  speculations 
are  objectionable  chiefly  as  an  increase  of  the  enrrenoy.  Bnt 
the  jnode  in  which  they  are  really  objectionable,  is  as  an  ex- 
tension of  credit.  If,  lUHtead  of  lending  their  notes,  the  banks 
allow  the  demand  of  their  customers  for  disposable  t-apital 
to  act  ou  the  deposits,  thei-e  ia  the  same  increase  of  currency, 
(for  a  short  time  at  least,)  but  there  is  not  an  increase  of 
loans.  T}»e  rate  of  interest,  therefore,  is  not  prevented  from 
rising  at  the  first  moment  when  the  difficulties  consequent 
on  excess  of  speculation  begin  to  be  telt.  On  the  contrary, 
the  necessity  which  the  Inmks  feel  of  diminishing  their  ad- 
vances to  mauituin  their  solvency,  when  they  find  their  de- 
posits flowing  out,  and  cannot  supply  the  vacant  place  by 
their  own  notes,  accelerates  the  rise  of  t!ie  rate  of  interest. 
Speculative  holders  arc  therefore  obliged  to  submit  earlier 
to  that  loss  by  resale,  whicJi  could  not  have  been  prevented 
from  coming  on  them  at  last :  the  recoil  of  prices  and  col- 
lapse of  general  credit  take  place  sooner. 

To  appreciate  the  effect  which  tliis  acceleration  of  the 
crisis  has  in  mitigating  its  intensity,  let  us  advert  more 
particularly  to  the  nature  and  effects  of  that  leading  feature 
in  the  period  just  preceding  the  collapse,  the  drain  of  gold. 
A  rise  of  prices  produired  hy  a  speculative  extension  of 
credit,  even  when  bank  notes  have  not  been  the  instrument, 
is  not  the  less  effectual  (if  it  lasts  long  enougU'j  m  t».TV»\ft.^ 
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the  exchaBges :  and  when  the  exchanges  have  turucd  from 
tliifi  cau&c,  tliey  can  only  be  turned  back,  and  the  drain  of 
gold  stopped,  either  by  a  fall  of  prices  or  by  a  rise  of  the 
rate  of  interest.  A  fall  of  prices  will  stop  it  by  removing 
the  cause  which  produce*!  it,  and  by  rendering  goods  a 
more  advantageous  remittance  than  gold,  even  for  paying 
dehta  already  due.  A  rise  of  the  rate  of  interest,  and  con- 
gequent  fall  of  tlje  prices  of  securities,  will  accomplish  the 
purpose  still  more  rapidly,  by  inducing  foreigners,  instead 
of  taking  away  the  gold  vrhich  is  due  to  them,  to  leave  it 
for  investment  within  the  country,  and  even  send  gold  itito 
the  country  to  take  advantage  of  the  increased  rate  of  in- 
terest. Of  this  last  mode  of  stopping  a  drain  of  gold,  the 
year  1847  aifordcd  signal  examples.  But  until  one  of  these 
two  things  takee  place — until  eitlicr  prices  fall,  or  the  rate 
of  interest  rises— nothing  can  jjossibly  an'est,  or  even  mod- 
erate, the  efflux  of  gold.  Now,  neither  will  priees  fall  nor 
interest  rise,  so  long  as  the  unduly  expanded  credit  is 
upheld  by  the  continued  advances  of  bankers.  It  is  well 
known  that  when  a  drain  of  gold  has  set  in,  even  if  bank 
notes  have  not  increased  in  quantity,  it  it;  upon  them  that 
the  contraction  first  falls,  the  gold  wanted  for  exportation 
being  always  obtained  from  the  Bank  of  England  in  ex- 
change for  its  notes.  But  under  the  system  which  preceded 
1844,  the  Bank  of  England,  being  subjected,  in  common 
with  other  banks,  to  the  iniportuuitics  for  fresh  advances 
which  are  characteristic  of  such  a  time,  could,  and  often 
did,  immediately  re-issue  the  notes  whicli  had  been  returned 
to  it  in  exchange  for  bullion.  It  is  a  great  error,  certainly, 
to  suppose  that  the  mischief  of  this  re-issue  chiefly  consisted 
in  preventing  a  contraction  of  the  currency.  It  was,  how- 
ever, quite  as  mischievous  as  it  has  ever  been  snppc^ed  to 
be.  As  long  as  it  lasted,  the  efflux  of  gold  could  not  cease, 
since  neither  would  prices  fall  nor  interest  rise  while  these 
advances  continued.  Prices  having  risen  without  any  in- 
crease of  bank  notes,  could  well  have  fallen  without  a  dimi- 
mttion  of  them;   but  having  risen  in  consequence  of  an 


I 


REGULATION  OK  CUltREXCY. 


22T 


I 

I 

I 

I 


extension  of  credit,  they  could  not  tall  withoiU  a  contraction 
of  it.  As  long,  therefore,  as  tlie  Bank  of  England  and 
the  other  bankb  jjcrsevered  in  tliis  course,  so  long  gold  con- 
tinued to  flow  ont,  until  6o  little  was  left  that  tlic  Bank  of 
England,  heing  in  danger  of  suspension  of  jia^>auents,  was 
compelled  at  last  to  contract  its  discounts  so  greatly  and 
suddeidy  as  to  produce  a  much  more  extreme  variation  in 
the  rate  of  interest,  inflict  inucU  greater  loss  and  distress 
on  individuals,  and  destroy  a  much  greater  amount  of  the 
ordinary  credit  of  the  country,  than  any  real  necessity  re- 
q^uiretl. 

1  acknowledge,  (and  the  experience  of  1847  has  proved 
to  those  who  overlooked  it  before,)  that  the  mischief  now 
described,  may  be  wrought,  and  in  large  measure,  by  the 
Bank  of  England,  through  its  de})0sits  alone.  It  may  con- 
tinue or  even  increase  its  discounts  and  advances,  when  it 
ought  to  contract  them  ;  with  the  ultimate  effect  of  making 
the  contraction  mucli  more  severe  and  sudden  than  neces- 
sary. I  cannot  but  think,  however,  that  banks  wliich  com- 
mit this  error  with  their  deposits,  would  commit  it  still  more 
if  they  were  at  liberty  to  make  increased  loans  with  their 
issues  as  well  as  their  deposits.  I  am  compelled  to  think 
that  the  being  restricted  from  increasing  their  issues,  is  a 
peal  impediment  to  their  makmg  those  advances  which 
arrest  the  tide  at  its  tuni,  and  make  it  rush  like  a  torrent 
afterwards.  If  the  restrictions  of  the  Act  of  1844  were  no 
obstacle  to  the  advances  of  banks  in  the  interval  preceding 
tlie  crisis,  why  were  they  found  an  insuperable  obstacle 
during  the  crisis?  an  obstacle  which  nothing  less  would 
overcome  tlian  a  suspension  of  the  law,  through  the  assump- 
tion by  Government  of  a  temporary  dictatorship  ?  Evi- 
dently they  are  an  obstacle  j  *  and  when  the  Act  is  blamed 

•  It  would  not  be  to  the  purpose  to  aay,  by  way  of  olijeciion,  that  the  ob- 
le  mny  be  eradctl   by  granting  the  mcrcaat'd  ndvancf  in  )>0Dk  crfldits,  to  be 
dmirn  Agatiut  by  cheques,  without  the  aid  of  biiiik  notes.     Tliis  is  indeed  posai- 
ble,  B«  Mr.  Fullaiton  haa  remarked,  and  as  3  have  tnyttcU'  eoiit  ia  a  former  chap- 
ter.    But  tMs  substitute  for  baok-uotu  cun-eucy  lias  uev«  ■jei.  Xieeni  Qt%i!iva«\\ 
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for  interposing  obstacles  at  a  time  when  not  obstacles  bnt 
facilities  are  neetled,  it  must  in  justice  receive  credit  for 
interposing  them  when  they  arc  an  acknowledged  benefit- 
In  this  particularj  therefore,  1  think  it  eannot  he  denie<l, 
that  the  new  system  is  a  real  improvement  upon  the  old. 

§  4.  But  thougli  I  am  compelled  to  differ  tlias  far  from 
the  opinion  of  Mr,  Tooke  and  of  Mr.  Fullarton,  I  concur 
with  them  in  tliinking  that  these  advantages,  whatever 
value  may  be  put  on  them,  are  purchaecd  by  still  greater 
disadvantages. 

In  the  first  place,  a  large  extension  of  credit  by  bankers, 
though  most  hurtful  when,  credit  being  abeady  in  an  in- 
flated .  Btate,  it  can  only  serve  to  retard  and  aggravate  the 
collapse,  is  most  salutary  when  the  collapse  has  come,  and 
when  credit  instead  of  \ycwg  in  excess  is  in  distressing  de- 
ficiency, and  increased  advances  by  bankers,  instead  of 
being  an  addition  to  the  ordinary  amount  of  floating  credit, 
serve  to  replace  a  mass  of  other  credit  which  has  been  sud- 
denly destroyed.  Antecedently  to  1S44,  if  the  Bank  of 
England  occasionally  aggravated  the  severity  of  a  com- 
mercial revulsion  by  rendenng  the  collapse  of  credit  more 
tardy  and  tlxence  more  violent  than  necessary,  it  in  return 
rendered  invaluable  services  during  the  revulsion  itself,  by 
coming  forward  with  advances  to  support,  solvent  firms,  at 
a  time  when  all  other  paper  and  almost  all  mercantile  credit 
had  become  comparatively  valueless.  This  service  was 
eminently  conspicuous  in  the  crisis  of  182.5-G,  the  severest 
probably  ever  experienced  ;  during  which  the  Bank  in- 
creased what  is  called  its  circulation  by  many  millions,  in 
advances  to  those  mercantile  firms  of  whose  ultimate  sol- 
vency  it    felt  no  doubt;    advances  whicli  if  it   had    been 

&nd  the  Uw  having  clearly  munifested  ita  intention  that,  in  the  ease  supposed,  in- 
creased crediU  should  not  be  granted,  it  is  a  problem  whether  the  hw  would  not 
reodi  what  migbt  be  regarded  ns  an  eraaioa  of  its  prohihitioua,  or  whether  defer- 
eneo  to  the  law  would  iint  pmiliice  (.18  it  ha*  hitherto  done)  on  the  part  of  bank- 
fng'  efttabliMhmoutH,  cutifonnity  lo  its  spirit  and  purpose,  as  well  aa  to  ii*  mote 
ietter. 
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obliged  to  witlihuh]^  the  Reverity  of  tlie  criBis  would  liavi; 
beeu  still  greater  tliau  it  was.  If  tbe  Bank,  it  Ib  JQStly 
remarked  by  Mr.  Fullarton,*  coTiipHes  with  such  aj)plica- 
tioiis,  **  it  must  comply  witb  tbem  by  an  isfiue  of  notes,  for 
notes  constitute  tbu  only  inatruinentidily  tlirougb  wbicli  the 
Baidv  is  in  the  prnctice  of  lending  its  credit.  But  those 
notes  are  not  iuteiidi;d  to  circidate,  nor  do  they  circulate. 
There  is  no  more  demaud  for  circulation  than  there  was 
before.  On  the  contrar}-,  the  raj)id  ilecline  of  prices  which 
the  case  in  supposition  presumes,  would  necessarily  con- 
ti*act  the  demand  for  circulation.  The  notes  would  either 
be  returned  to  the  Bank  of  England,  as  fast  as  they  were 
issued,  in  the  shai>e  of  deposits,  or  would  be  locked  up  in 
the  drawers  of  the  private  London  banters,  i)r  dii^trilnited 
by  them  to  their  correspondents  in  tlie  country,  or  inter- 
cepted by  other  capitalists,  who,  during  tbe  fervour  of  the 
previous  excitement,  had  contracted  liabilities  wliich  they 
might  be  inipertectly  prepared  on  the  sudden  to  encounter. 
In  such  emergencies,  every  man  connected  with  business, 
who  has  been  trading  on  other  means  than  his  o^^n,  is 
placed  on  the  defensive,  and  his  whole  object  is  to  make 
himself  as  strong  as  possible,  an  object  which  cannot  be 
more  effectually  answered  than  by  kecjm»g  by  him  as  large 
a  reserve  as  possible  in  paper  Mhich  the  law  has  made  a 
legal  tender.  The  notes  themselvi^e  never  find  their  way 
into  the  produce  market ;  and  if  they  at  all  contrilmte  to 
retard  '*  (or,  as  I  should  rather  say,  to  moderate)  "  the  fall 
of  prices,  it  is  ni>t  by  promoting  in  the  slightest  degree  the 
eftV'ctive  demand  for  commodities,  not  by  enabling  con- 
sumers to  buy  more  largely  for  consumption,  and  so  giving 
briskness  to  commerce,  bnt  by  a  jjrocoss  precisely  the  re- 
vei-sc,  by  enabling  the  holders  of  commaditicB  to  bold  on, 
by  ol>sti'Ucting  traffic  and  repres&ing  consumption." 

Tbe  opportune  relief  thus  afforded  to  credit,  during  the 
excessive  contraction  which  succeeds  to  an  undue  expan- 
sion, 18  consistent  with  tbe  principle  of  the  new  system ; 

•  P.  108. 


BOOK  III.     CHAPTER  XXIV. 


for  an   extraordinary  contraction  of    credit,  and   fall   of 

priceSj  inevitably  draw  gold  into  the  country,  and  the  prin- 
ciple of  tlic  syBtein  is  thaC  the  bank-note  currency  sliall  be 
permitted,  and  even  compelled,  lo  enlarge  itself,  in  all 
cases  in  which  a  metallic  curi-ency  would  do  the  same. 
But,  what  the  principle  of  tlie  law  would  encourage,  its 
provisions  in  this  instance  preclude,  by  not  suSoring  the 
increased  issues  to  take  place  imtil  the  gold  has  axjtually 
arrived  ;  which  is  never  until  the  worst  jjart  of  the  crisis  is 
past,  aiul  almost  all  the  losbuii  and  failures  attendant  on  it 
are  consummated.  The  machinery  of  the  system  withholds, 
until  for  nmny  pm-poses  it  ctiines  too  late,  tlie  very  medi- 
cuie  which  the  theory  of  the  system  prescribes  as  the  appro- 
priate remedy.* 

This  function  of  banks  in  filling  up  the  gap  made  in 
mercantile  credit  by  the  consequences  of  undue  speculation 
and  its  revulsion,  ia  so  entirely  indispensable,  that  if  the 
Act  of  IStJ;  continues  unrepealed,  there  t-an  bo  no  ditiiculty 
in  foreseeing  that  its  provisions  must  be  suspended,  as  they 
w^ere  in  1847,  in  every  period  of  great  commercial  difficulty, 
as  soon  as  the  crisis  has  really  and  completely  set  in.f 
"Were  this  all,  there  would  he  no  absolute  inconsistency  in 
maintaining  the  restriction  as  a  means  of  preventing  a 
crisis,  and  relaxing  it  for  the  purpose  of  relieving  one.  But 
there  is  another  objection,  of  a  still  more  radical  and  com- 
prehensive character,  to  the  new  system. 

Professing,  in  theory,  to  require  that  a  paper  currency 
fihall  vary  in  its  amomit  in  exact  conformity  to  the  varia- 

•  True,  the  Banlj  is  not  precluded  from  making  Increased  advances  from  its 
deposits,  which  are  liltply  tn  lie  of  unuBurUlr  large  amount,  sinco,  ut  them  pcri< 
oda^  every  one  leaves  hi«  mont'y  in  depiwtt  in  order  to  liave  it  within  call.  But, 
that  the  deposits  avp  not  wlwayrf  eulTicieiit,  was  coLcltisivt'ly  proved  in  1847, 
when  the  Baiili  stretched  to  tli«  very  utmoHt  the  mean*  of  relio-ing  commerce 
which  ita  deposits  afforded,  without  nllaying  the  panic,  which  howcTcr  ceased  at 
once  when  the  Goverument  decided  ou  suspending  the  Act. 

•f'  Thia  prediction  was  verified  on  the  very  next  occLiTcnce  of  a  cotniuercial 
crisis,  in  1857  ;  wli.en  Govf  rnmenl  were  agBiii  undur  the  uece-esity  of  suspending; 
tfa  their  ovm  reeponsi\})X\ty^  the  proviHODfl  of  the  Act. 
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tionB  of  a  metallic  currency,  it  provideSj  in  fact,  that  in 
every  caee  of  an  efllux  of  gold,  a  corresponding  diminution 
shall  take  phice  in  the  quantity  of  bunk  notes ;  in  other 
words,  that  every  exportation  of  the  precious  metals  shall 
be  virtually  drawn  from  tlie  circulation  ;  it  being  assumed 
that  this  would  be  the  ease  if  tlie  currency  were  wholly 
metallic.  This  theorj",  and  these  praetical  arriiugenients, 
are  adapted  to  the  case  in  which  the  drain  of  gold  originates 
in  a  rise  of  pnces  produced  by  an  undue  expatisioti  of  cur- 
rency or  credit ;  but  they  are  adajited  to  no  case  beside. 

When  the  ettiux  of  gold  is  the  last  stage  of  a  series  of 
effects  arising  from  an  increase  of  the  cuiTency,  or  irom  an 
expansion  of  credit  tantamount  in  its  effect  on  prices  to  an 
increase  of  currency,  it  is  in  tliat  case  a  fair  assumption  that 
in  a  purely  metallic  system  the  gold  exjiortcd  would  be 
drawn  from  the  currency  itself;  because  suc-h  a  drain,  being 
in  its  nature  unlimited^  will  necessarily  continue  as  long  as 
currency  and  credit  are  undiminished.  But  an  exportation 
of  the  precious  rnetals  often  arises  from  no  causes  affecting 
currency  or  credit,  but  simply  fi'om  an  unusual  extension 
of  foreign  payments,  arising  either  from  the  state  of  the 
markets  for  commodities,  or  from  some  circumstance  not 
commercial.  In  this  class  of  causes,  four,  of  powerful  oper- 
ation, are  inchided,  of  each  of  which  the  last  fitly  years  of 
English  history  afford  repeated  instances.  The  first  is  that 
of  an  extraordinary  foreign  exi^euditure  by  government, 
either  political  or  military ;  as  m  the  revolutionary  war, 
and,  as  long  as  it  lasted,  during  the  late  war  with  Kiissia. 
The  second  is  the  case  of  a  large  exportation  of  cajiital  for 
foreign  investment ;  such  as  the  loans  and  mining  opera- 
tions which  partly  contributed  to  the  crisis  of  1825,  and  the 
American  speculations  which  were  the  principal  cause  of 
the  crisis  of  1839.  The  third  ie  a  failure  of  crops  in  the 
countries  which  supply  the  raw  material  of  important  man- 
ufactures ;  such  as  the  cotton  failure  in  America,  which 
compelled  England,  in  1847,  to  incur  unusual  liabilities  for 
the  purchase  of  that  commodity  at  an  advanced  \irLce.   Tl\a 
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bad  harvest,  and  a  great 


sequent  iiuportation 
of  loud  ;  ot*  whicli  tlie  years  184€  and  1S47  preseut  an  ex- 
ample surpassing  all  antecedent  experience. 

In  lioue  of  these  chaises,  if  the  cuiTcncy  were  metallic, 
would  tlie  gi»ld  or  silTer  exported  for  tlie  purposes  in  ques- 
tion be  necessarily,  or  even  probably,  drawn  wholly  from 
tlie  circulation.  It  would  t>e  drawn  from  the  hoards,  wliieh 
under  a  metallic  currency  always  exist  to  a  very  large 
amount ;  m  uncivilized  countries*  in  tlie  hands  of  all  who 
can  afford  it ;  in  civilized  countries  chiefly  in  the  form  of 
baokers'  reserves.  Mr.  Tooke,  in  his  *'  Inqniiy  into  the 
Currem-y  Principle,"  bears  testimony  to  tliis  fact ;  but  it  is 
to  Mr.  Fullarton  that  the  jmblie  areindebtetl  for  the  clearest 
and  most  satisfactory  elucidation  of  it.  As  I  am  not  aware 
that  this  paii  of  the  theory  of  cnrrency  has  been  set  forth 
by  any  other  writer  with  iiuything  like  the  same  degree  of 
completeness,  I  shall  quote  somewhat  largely  from  this  able 
production. 

**  No  person  who  has  ever  resided  in  an  Asiatic  country, 
where  hoarding  is  carried  on  to  a  far  larger  extent  in  pro- 
portion to  the  existing  stock  of  wealth,  and  where  the  prae* 
tice  has  become  much  more  deeply  engrafted  iu  the  habits 
of  tlie  people,  by  traditioTiary  apprehensions  of  insecurity 
and  the  difficulty  of  finding  safe  and  remunerative  invest- 
ments, than  in  any  European  commututy — no  person  who 
has  Usui  personal  expericTice  of  this  state  of  society,  can  be  at 
a  loss  to  recollect  innumerable  instances  of  large  metallic 
treasures  extracted  in  times  of  pecuniary  diffieuUy  from  tjie 
cotfers  of  individuals  by  the  temptation  of  a  high  rate  of 
interest,  and  brought  in  aid  of  the  public  necessities,  nor, 
on  the  other  hand*  of  the  facilities  with  which  thoac  treas- 
ures have  been  absorbed  again,  when  the  indueemente  whicli 
had  drawn  them  into  light  were  no  longer  in  operation.  In 
countries  more  advanced  in  civilization  and  wealth  than  the 
Asiatic  principalities,  aud  where  no  !nan  is  in  fear  of  at- 
tracting the  cupidity  of  power  by  an  external  display  of 
r/chen,  but  where  the  interchange  of  commodities  is  stil) 
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almost  universftlly  conducted  thi*oiigh  the  medium  of  a 
metiUlic  circulation,  as  is  tlie  case  with  most  of  the  com- 
mercial countries  on  the  Contiuuut  oi  Kuro|>e,  the  motives 
for  amassing  the  precious  nietaU  may  be  less  ]iowert'iil  than 
in  the  mujority  of  Asiatic  principalities  ;  but  tlie  ability  to 
accumulate  being  more  widely  extended,  tlie  absolute  quan- 
titj^  amassetl  \rill  he  found  j^robably  to  bear  a  considerably 
larger  proportion  to  the  poiuilation.*  In  those  slates  whicJi 
He  exposed  to  hostile  invasion,  or  whose  social  condition  is 
unsettled  and  menacing,  tlie  motive  indeed  must  still  be 
very  strong  ;  and  in  a  nation  carrying  on  an  extensive  com- 
merce, both  foreign  and  internal,  without  any  considerable 
aid  from  any  of  tlie  banking  substitutes  for  nioney»  the  re- 
serves of  gold  ajid  silver  indispensably  required  to  heeure 
the  regularity  of  payments,  must  of  themselves  engross  a 
share  of  the  circulating  coin  which  it  would  not  be  easy  to 
estimate. 

"  In  this  country,  where  the  banking  system  has  been 
carried  to  an  extent  and  perfection  unknown  in  any 
other  part  of  Europe,  and  may  bo  said  to  have  entirely 
sniierseded  the  use  of  coin,  except  for  retail  dealings  and 
the  purposes  of  foreign  commerce,  tlie  incentives  to  private 
hoarding  exist  no  IrjuiL^er,  and  the  hoai'ds  have  all  been 
transferred  to  the  banks,  or  rather,  I  should  say,  to  the 
Bsmk  of  England.  But  in  France,  where  the  btink-note 
circulation  is  still  comparatively  limited,  the  quantity  of 
gold  and  silver  coin  in  existence  I  find  now  currently  esti- 
mated, on  what  are  described  as  the  hiLest  antliorities,  at 
the  enormous  sum  of  120  millions  sterling  ;  nor  is  tlie  esti- 
mate at  all  at  variance  with  the  reasonable  pj'obabilities  of 
the  case.  Of  this  vast  treasure  there  is  every  i*eason  to 
presume  that  a  very  large  proportion,  probably  by  much 

■  It  ia  known,  from  unqLcstUmahle  fact-*,  tlint  the  hoards  of  money  at  all 
times  osktiug  in  the  Iiamli^  of  tlie  French  peaj^iinlrv,  ofien  Irom  a  remote  tlatOf 
MirptM  any  amount  whi<--l)  coiiM  hiivc  bouu  imn^ined  poaaible;  and  even  hi  so 
poor  a  country  as  Ireland,  it  has  of  Inte  heen  asL-ci'taiued,  that  the  aaiaW  rarmcrs 
sometimes  possess  hoaixU  quito  dispropurtiimud  to  tlit-ir  vi^^iblc  mt^ans  of  liubsis^ 
mce. 
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tlie  greater  part,  is  absorbed  in  the  boards.  If  you  present 
for  payment  a  bill  for  a  thousand  francs  to  a  French  banker, 
he  brings  yon  thy  gilvcr  in  a  sealed  liag  from  his  strong 
room.  And  not  the  banker  only,  but  every  mercliant  and 
trader,  according  to  his  means,  is  under  the  necessity  of 
keeping  by  him  a  stock  of  cash  sufficient  not  only  for 
his  ordinary  disbursements,  but  to  meet  any  unexpected 
demands.  That  the  quantity  of  specie  accumulated  in 
these  innumerable  depots,  not  in  France  only,  but  all  over 
the  Continent^  where  banking  institutions  are  still  either 
entirely  wanting  or  very  imperfectly  organized,  is  not 
merely  immense  in  itself,  but  admits  of  being  largely  drawn 
upon,  and  traiisfcjTed  even  in  vast  masses  from  one  country 
■to  another,  with  very  little,  if  any,  effect  on  prices,  or  other 
material  derangements,  we  have  had  some  remarkable 
prools  :  "  among  others,  "  the  signal  success  which  attended 
the  simultaneous  efforts  of  some  of  tlie  principal  European 
powers  (Russia,  Austria,  Prussia,  Sweden,  and  Denmark) 
to  replenish  tlictr  treasuries,  and  to  replace  with  coin  a 
considerable  portion  of  tlie  depreciated  paper  which  the 
necessities  of  the  war  had  forced  upon  them^  and  this  at 
the  very  time  when  the  available  stock  of  the  precious 
metals  over  the  world  had  been  reduced  by  the  exertions 
of  England  to  recover  her  metallic  currency.  .  .  .  There 
■can  be  no  doubt  that  these  combined  operations  were  on  a 
scale  of  very  extraordinary  magnitude,  that  they  were  ac- 
complished without  any  sensible  injury  to  commerce  or 
public  pn>sperity,  or  any  other  effe<rt  than  some  teinporary 
derangement  of  the  exchanges,  and  that  the  private  hoards 
of  treasure  accumulated  throughout  Europe  during  the  war 
muat  have  been  the  principal  source  from  which  all  this 
gold  and  silver  was  collected.  And  no  person,  I  think,  c&n 
fairly  contemplate  the  vast  supei-fluxof  metallic  wealth  thus 
proved  to  be  at  all  times  in  existence,  and,  though  in  a 
dormant  and  inert  state,  always  ready  to  spring  into  activity 
on  the  first  indication  of  a  sutKcieutly  intense  demand,  with- 
</ut  feeling'  themselves  compelled  to  admit  the  possibility 
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r of  the  mines  being  even  shut  up  for  years  togetlier,  and  the 
production  of  the  metals  altogether  suspended,  while  there 
might  be  scarcely  a  perceptible  alteration  in  the  exehange- 

Iable  value  of  the  metal."  * 
Applying  this  to  the  currency  doctrine  and  its  advocates, 
"one  might  imagine,"  says  Mr.  FuUurton,  f  *' that  they 
supposed  the  gold  which  is  drained  oif  for  exportation  from 
a  country  using  a  currency  exclusively  metallic,  to  be  col- 
lected by  driblets  at  tiie  fairs  and  markets,  or  from  tlie  tills 
of  the  grocers  and  inerccrs.  They  never  even  allude  to  the 
existence  of  such  a  thing  as  a  great  hoard  of  the  metals, 

I  though  upon  the  action  of  the  hoards  depends  the  whole 
economy  of  international  payments  between  specie-oireu- 
lating  communities,  while  any  operation  of  the  njoney  col- 
lected in  hoards  upon  prices  mnst,  even  according  to  tlie 
currency  hj-potliesis,  be  wholly  imjK>s.sible.  We  know 
from  ex]>erience  what  enormous  payments  in  gold  and 
silver  specie-circulating  countries  are  capable,  at  times,  of 
making,  witlumt  tlic  lca.st  disturbance  of  their  internal 
prosperity  ;  and  whence  is  it  supposed  that  these  payments 
■  come,  but  from  their  hoards  ?  Let  us  think  how  the  money 
market  of  a  country  transacting  all  its  exchanges  through 
the  medium  of  the  precious  metals  only,  would  be  likely  to 
be  affected  by  the  necessity  of  making  a  foreign  payment 
of  several  millions.  Of  course  the  necessity  could  only  be 
satis^tied  by  a  transmission  of  capital  ;  and  would  not  .the 
competition  for  the  possession  of  capital  for  transmission 
which  the  occasion  would  call  forth,  necessarily  raise  the 
market  rate  of  interest  ?  If  the  payment  was  to  he  made 
by  the  government,  would  not  the  government,  in  all  prob- 
ability, have  to  open  a  new  loan  on  terms  more  than  usually 
favorable  to  the  lender?'*  If  made  by  merchants,  would 
it  not  be  drawn  either  from  the  deposits  iu  banks,  or  from 
the  reserves  M'hich  merchants  keep  by  them  in  defanlt  of 


"  FuUtrton  on  the  liegidatum  of  Currtttcie*^  pp.  71—4. 
I  Ibid.  pp.  13»— 42. 
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banks,  or  would  it  not  oblige  them  to  obtain  the  necessary 
aniLHiat  of  specie  by  going  into  the  money  market  as  bor- 
rowers? **  And  would  not  all  this  inevitably  act  upon  the 
hoardis,  and  draw  furth  into  activity  a  portion  of  the  gold 
and  silver  which  the  money-deal  era  had  been  accumulating, 
and  some  of  theui  with  the  express  view  of  watching  such 
opportunities  for  turning  tlieir  troasuj'es  to  advantage  i"  .  .  . 
"  To  come  to  the  present  time  [1844],  the  balance  of 
paymentfi  witli  nearly  all  Europe  lias  for  abont  four  years 
past  been  in  favour  of  this  country,  and  gold  has  been  pour- 
ing in  till  the  influx  amounts  to  the  unl»card-of  sum  of 
about  fourteen  millions  sterling.  Yet  in  all  this  time  has 
any  one  heard  a  complaint  of  any  serious  suffering  inflicted 
on  the  people  of  the  Continent  ?  Have  prices  there  been 
greatly  depressed  beyoud  their  range  in  this  country  ? 
Have  wages  fallen,  or  have  merchants  been  extensively 
ruined  by  the  universal  depreciation  of  their  stock  3  There 
has  occurred  nothing  of  the  kind.  Tlie  tenor  of  commercial 
and  monetary  affairs  has  been  everywhere  even  and  tran- 
quil ;  and  in  France  more  particularly,  an  improving  rev- 
enne  and  oxtonded  commerce  bear  testimony  to  the  con- 
tinued progress  of  internal  prosperity.  It  may  be  doubted, 
iiuleed,  if  this  great  cfllux  of  gold  has  withdrawn  from  that 
portion  of  the  metallic  wealth  of  the  nation  which  really 
circulates,  a  single  napoleon.  And  it  lias  been  equally 
obvious,  from  the  undisturbed  state  of  credit,  that  not  only 
has  the  supply  of  specie  indifipcnpable  for  the  conduct  of 
business  in  the  retail  market  been  all  the  while  uninterrupt- 
ed, but  tliat  the  hoards  hare  continueJ  to  furnish  every 
facility  requisite  for  the  regularity  of  mercantile  payments. 
It  is  of  the  very  essence  of  the  metallic  system,  that  the 
boards,  in  all  cases  of  probable  occurrence,  should  be  equal 
to  both  objects  ;  that  they  should,  in  the  iirst  place,  supply 
the  bullion  demanded  for  exportation,  and  in  the  next  plao^ 
should  keep  up  the  homo  circulation  to  Ita  legitimate  com- 
}jlement.  Every  man  trading  under  that  system,  who,  in 
tfw  coarse  of  his  business,  may  have  frequent  occasion  to 


REGCLATION  OT  CURRENCY. 


I 


I 

I 


remit  large  sums  in  specie  to  forei^  cuuntricfij  must  cither 
keep  by  him  a  snflicieiit  treasure  ot*  his  own  or  mnst  have 
the  means  t)f  borrowing  enough  from  his  neighbuurB,  not 
only  to  make  up  when  wanted  tbo  amount  of  his  remit- 
tances, but  to  enable  him,  moreover,  to  carry  on  bis  ordi- 
nary transactions  at  home  without  interniption." 

In  a  country  in  wliich  credit  is  carried  to  so  great  an 
extent  as  in  England,  one  great  reserve,  in  a  single  estab- 
lishment, the  Bank  of  England,  supplies  the  plac-e,  as  far  as 
the  precious  metals  are  concerned,  of  the  multitudinous  re- 
eerves  of  other  countrieB.  Tlie  theoretical  principle,  tliere- 
fore,  of  tlie  eurjeucy  doctrine  would  require,  tliat  all  those 
drains  of  the  metal,  wliicOi,  if  the  cun-oncy  were  purely 
metallic,  would  be  talien  Irom  the  hoards,  should  be  allowed 
to  operate  fi-ccly  upon  the  reserve  in  the  coffers  of  the  Bank 
of  England,  without  any  attempt  to  stop  it  either  by  a 
dimiiintion  of  the  currency  or  by  a  contraction  of  credit. 
Nor  to  this  would  there  be  any  well-grounded  objection, 
unless  the  drain  were  so  great  as  to  threaten  the  exlmustion 
of  the  reserve,  and  a  consequent  stoppage  of  payments  ;  a 
danger  against  which  it  is  possible  to  take  adequate  precau- 
tions, because  in  the  cases  which  we  are  oonaidering,  the 
drain  is  for  foreign  payments  of  definite  amountj  and  stops 
of  itself  as  soon  as  these  are  effected.  And  in  all  systems  it 
is  admitted  that  the  habitual  reserve  of  the  Bank  should 
exceed  the  utmost  amount  to  which  experience  wairants 
the  belief  that  such  a  drain  may  extend ;  which  extreme 
limit  Mr,  Fullarton  affirms  to  he  seven  millions,  hut  Mr. 
Tookc  recommends  an  average  reserve  of  ten,  and  in  his 
last  publication,  of  twelve  millions. 

The  machinery,  however,  pf  the  new  system  insists  upon 
bringing  about  by  force,  what  its  principle  not  only  does 
not  require,  but  positively  condemns.  Every  drain  for  ex- 
portation, whatever  may  be  its  cause,  and  whether  amder  a 
metallic  currency  it  would  affect  the  circulation  or  not,  is 
now  compulsorily  drawn  from  that  source  alone.  Tlie  bank 
note  circulation  must  be  diminished  by  an  amount  G<\ual  to 
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that  of  the  metal  exported,  though  it  be  to  the  ftiU  extent 
of  seven  or  twelve  millions.  And  this,  he  it  remembered, 
when  there  has  been  no  ^ipeculative  rise  of  prices  which  it 
is  hulispensable  to  correct,  no  unusual  extension  of  credit 
requiring  contraction;  but  the  deniand  for  gold  is  solely 
occasioned  by  foreign  payments  on  account  of  government, 
or  large  corn  importations  consequejit  on  a  bad  harvest. 

I  grant  that  when  large  foreign  payments  require  to  be 
made,  the  means  wherewith  to  make  them  must  in  general 
be  drawn  troni  the  loanable  capital  of  the  country ;  the 
consequence  of  which  is  a  rise  of  the  rate  of  interest.  In 
such  circumstances  some  pressure  on  the  money  market  i& 
unavoidable  :  but  that  pressure  is  much  increased  in  sever- 
ity by  the  operation  of  the  Act  of  1844.  The  case  is  gener- 
ally stated  as  if  the  Act  only  operated  in  one  way,  namely, 
by  preventing  the  Baidi,  when  it  has  parted  with  (say)  three 
raillione  of  bullion  in  exchange  for  three  millions  of  its  notes, 
from  again  lending  those  notes,  in  discounts  or  other  ad- 
vances. But  the  Act  really  does  much  more  than  this.  It 
is  well  known,  that  the  first  operation  of  a  drain  is  always 
on  the  banking  department.  The  bank  deposits  constitute 
the  bulk  of  the  unemjdoyed  and  disposable  capital  of  the 
country  ;  and  capital  wanted  for  foreign  payments  is  almost 
always  obtained  mainly  by  drawing  out  deposits.  Suppos- 
ing three  millions  to  be  the  amount  wanted,  three  millions 
of  notes  are  drawn  from  the  banking  department  (either  di- 
rectly or  througli  the  private  bankers,  who  keep  the  bulk 
of  their  reserves  with  the  Bank  of  England),  and  the  three 
millions  of  notes,  thus  obtained,  are  presented  at  the  Issue 
Department,  and  exchanged  against  gold  for  exportation. 

Thus  a  drain  upon  the  country  at  large  of  only  three  mil- 
lions, 18  a  drain  upon  the  Bank  virtually  of  six  millions. 
Tlie  deposits  have  lost  three  millions,  and  the  reserve  of 
the  Issue  Department  has  lost  an  equal  amount.  As  the 
two  departments,  so  long  as  the  Act  remains  in  operation, 
cannot  even  in  the  utmost  extremity  help  one  another,  each 
must  take  ita  separate  precautions  for  its  own  safety.   What- 
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ever  meaeui-ee,  tlieietbre,  on  the  j^art  of  tlie  Bank,  would 
have  been  required  under  the  old  system  by  a  drain  of  six 
millions,  are  now  rendered  necessary  by  a  drain  only  uf 
tliree.  The  Issue  Department  protects  itself  in  the  manner 
pi-eficribed  by  the  Act,  by  not  re-issuing  the  three  niillluns 
of  notes  whieli  have  been  returned  to  it.  But  the  Banking 
Department  must  take  measures  to  replenish  its  reserve, 
which  has  been  reduced  by  three  millions.  Its  liabilities 
having  also  decreased  three  millions,  by  the  loss  of  that 
amount  of  deposits,  the  reserve,  on.  the  ordinary  hanking 
principle  of  a  third  of  the  liabilitius,  will  bear  a  reduction 
of  one  million.  But  the  other  two  millions  it  must  prucure 
by  letting  that  amount  of  advance^  nin  oat,  and  refusing 
to  renew  them.  Not  only  therefore  must  it  raise  its  rate 
of  interest,  but  it  must  etfect,  by  whatever  means,  a  dimi- 
nution of  two  millions  in  the  total  amount  of  its  discounts, 
or  it  must  sell  securities  to  an  equal  amount.  This  violent 
action  on  the  money  market  for  tiie  purpose  of  replenishing 
the  Banking  re8er\*e,  is  wholly  occasioned  by  the  Act  of 
1844.  If  the  restrictions  of  that  Act  did  not  exist,  the 
Bank,  instead  of  contracting  its  discounts,  would  simply 
transfer  two  millions,  either  in  gold  or  in  notes,  from  the 
Issue  to  t!io  Blinking  Department ;  not  in  order  to  lend 
them  to  the  public,  but  to  secure  the  solvency  of  the  Banking 
Department  in  the  event  of  further  unexpected  demands  by 
the  deppsitors.  And  unless  the  drain  continued,  and  reached 
BO  great  an  amount  as  to  seem  likely  to  exceed  the  whole 
of  the  gold  in  the  reserves  of  both  departments,  the  Banli' 
would  he  mider  no  necessity,  while  the  [)rosBure  lasted,  of 
withholding  from  C(nnmorcc  its  accustomed  amount  of  ac- 
commodation, at  a  rate  of  interest  corresponding  to  the  in- 
creased demand.* 

*  This,  which  I  hftve  called  *'  the  doul^Io  action  of  drains,"  hjia  heen,  strange- 
ly enough,  undei-stood  a£  if  I  hud  OKicrted  that  the  Banlc  h  compelled  to  part 
wiUi  alx  milHoua  worth  of  property  by  a  drain  of  three  millioiis.  8m;h  mi  assor- 
tinn  would  be  lao  absurd  to  require  any  jffutalWin.  Drmiis  Hjivc  a  douhSc 
action,  not  upon  the  pecuniary  position  of  tlie  Bank  itaelf,  but  iipon  the  m^asuroi 
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I  am  aware  it  will  be  said  that  b^'  allowiug  drains  of 
this  character  to  operate  iroely  upou  the  Bank  reserve  until 
they  cease  of  theniselveSj  a  euntractiou  of  llie  currency  and 
of  credit  would  not  be  prevented,  but  only  pivetpoiied  ;  since 
if  a  limitation  of  issues  were  not  resorted  to  for  the  pui-poee 
of  cheeking  the  drain  in  its  coniracncement,  the  same  or  a 
still  greater  liinitiition  must  take  place  afterwards,  in  order, 
by  acting  on  prices,  to  bring  back  tliia  lai^e  quantity  of 
gold,  for  the  indispensable  purpose  of  replenishing  tlie  Bank 
reserve.  But  in  this  argument  several  things  are  over- 
looked. In  the  firttt  place,  the  gold  might  be  brought  back, 
not  by  a  fall  of  prices,  but  by  the  much  more  rapid  and 
convenient  medium  uf  a  rise  of  the  rate  of  uiterest,  involv- 
ing no  fall  of  any  prices  except  the  prices  of  securities. 
Either  English  peciirities  would  bo  l>ougiit  on  account  of 
foreigners,  or  foreign  securities  held  in  England  would  be 
sent  abroad  for  sale,  both  which  operations  took  place 
largely  during  the  mercantile  diffictilties  of  1847,  and  not 
only  checked  the  efflux  of  gold,  but  turned  the  tide  and 
brought  the  metal  back.  It  was  not,  tlierefore,  brought 
back  by  a  contraction  of  the  currency,  thougli  in  this  ease 
it  certainly  was  so  by  a  contraction  of  loans.     But  even 

It  Is  forced  to  tftke  in  onler  to  stop  the  drain.  Thmigh  th*  Bivik  itsdf  is  no 
pnorcr.  its  two  rpseiTPp.  the  reserve  in  llie  banking  department  and  the  resenr* 
in  the  issup  departrnt'tit,  have  eacA  been  reduced  three  millions  by  a  drain  of 
only  three.  And  aH  a  i=ieparatinn  of  the  departmenis  renders,  it  nectflwarr  that 
each  t>f  them  soparately  sliould  be  kept  iis  rtninj;  an  the  two  topetlier  need  he 
If  tliey  could  help  one  another,  the  Bank's  action  on  the  money  market  must  be 
as  violent  on  a  drain  of  three  mlllionii.  aa  wonlJ  have  been  required  on  the  old 
83i!tein  for  one  of  Fix.  The  reserve  in  the  hanking  departineiit  being  less  Uian 
it  otherwise  would  be  by  the  entire  amount  of  the  bullion  in  the  issue  depart- 
ment, and  the  whole  amount  of  the  drain  fallinfr  tn  the  finrt  infrtance  on  that 
diminished  reserve,  tlie  presHUTe  of  tlw*  whole  drain  on  the  half  reserve  is  w 
much  felt,  and  nKjuires  m  atronp  measnrea  to  rtop  it,  as  a  pressure  of  twice  the 
amount  on  the  entire  reserve.  As  I  have  said  elsewhere,  +  "  it  ia  na  if  a  man 
baring  to  lift  a  weight  were  restricted  from  ualng  both  hands  to  do  it,  and  were 
only  allowed  to  use  one  band  at  a  time ;  in  which  ca«e  it  would  be  neoMsar^ 
that  eaeti  of  his  hands  should  he  as  strong  aa  the  two  together.^ 

/  Brideacf  be/itK  tbe  Committee  of  tbc  Uoust-  of  OomtnoM  on  Mbe  fiaak  Acta,  la  1867. 
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thiB  is  not  always  indispensable.  For  in  the  second  place, 
it  is  not  necessary  that  the  gold  should  return  with  the  same 
suddenness  with  which  it  went  out.  A  great  portion  would 
probably  return  in  the  ordinary  way  of  eonitnerce^  in  pay- 
ment for  exporteU  commodities.  The  extra  gains  made  by 
dealei*s  and  jirodncers  in  foreign  countries  through  the  extra 
payments  thyy  receive  from  this  country,  are  very  likely  to  be 
partly  expended  in  increased  purchases  of  English  commodi- 
ties, either  for  conouniption  or  on  speculation,  though  the 
effect  may  not  manifest  itself  with  sufficient  rapidity  to  en- 
able the  transmission  of  gold  to  be  dispensed  with  in  the 
first  instance.  These  extra  purchases  would  turn  the  bal- 
ance of  payments  iu  favour  of  the  country,  and  gradually 
restore  a  portion  of  the  exported  gold ;  and  the  remainder 
would  probably  be  brought  back,  without  any  considerable 
rise  of  the  rate  of  interest  in  England,  by  the  fall  of  it  in 
foreign  countiies,  occasioned  by  the  addition  of  some  mil- 
lions of  gold  to  the  loanable  capital  of  those  countries.  In- 
deed, in  the  state  of  things  consequent  on  the  gold  discover- 
ies, wlieu  the  euonnous  quantity  of  goltl  annually  produced 
in  Australia,  and  much  of  that  from  California,  is  distributed 
to  other  countries  through  England,  and  a  month  seldom 
passes  without  a  large  arrival,  the  Bank  reserves  can  replen- 
ish themselves  without  any  re-importation  of  the  gold  pre- 
viously carried  off  by  a  drain.  All  that  is  needful  is  an 
intennission,  and  a  very  brief  intermission  is  sufficient,  of 
the  exportation. 

For  these  reasons  it  appears  to  me,  that  notwithstandmg 
the  beneficinl  operation  of  the  Act  of  1844  in  the  first  stages 
of  one  kind  of  commercial  crisis  (that  produced  by  over- 
speculation),  it  on  the  whole  materially  aggravates  the 
severity  of  commercial  revulsions.  And  not  only  are  con- 
tractions of  credit  made  more  severe  by  the  Act,  they  are 
also  made  greatly-  more  frequent.  *'  Suppose,"  says  Mi*. 
George  AValker,  in  a  clear,  impartial,  and  conclusive  series 
of  papers  in  the  Aberdeen  Herald^  forming  one  of  the  best 
existing  discussions  of  the  present  question — "  Suppose  that^ , 
n7 
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of  eightecD  millions  of  gold,  ten  are  in  the  iseue  department 
and  eight  are  in  the  hanking  department.  The  result  is  the 
same  as  under  a  metallic  currency  witli  only  eight  millions 

in  reserve  in^-tt^ad  of  eighteen The  effect  of  tlie  Bank 

Act  is,  that  tlie  proceedings  of  the  Bank  under  a  drain  are 
not  determined  hy  the  amount  of  gold  ^vithin  its  vaults,  but 
are,  or  ougiit  to  be^  determined  by  the  portion  of  it  belong- 
ing to  the  banking  department.  With  the  whole  of  the  gold 
at  its  disposal,  it  may  tind  it  unnecessary  to  interfere  with 
credit,  or  force  down  prices,  if  a  drain  leave  a  fair  reserve 
behind.  With  only  the  banking  reserve  at  its  disposal,  it 
must,  from  the  narrow  mai'gin  it  has  to  operate  on,  meet 
all  drains  by  counteractives  more  or  less  strong,  to  tlie  in- 
jury of  the  commercial  world  ;  and  if  it  fail  to  do  bo,  as  it 
may  fail,  the  consequence  is  destruction.  Hence  the  extra- 
ordinary and  frequent  variations  of  the  rate  of  interest  imder 
the  Bank  Act.  Since  1847,  when  the  eyes  of  the  Bank  were 
opened  to  its  trne  position,  it  has  felt  it  neceesaiy,  as  a  jire- 
eautiouary  measure,  that  every  variation  in  the  resei*ve 
should  be  accompanied  by  an  alteration  in  the  rate  of  in- 
terest." To  make  the  Act  innocuous,  therefore,  it  would 
be  necessary  that  the  Bank,  in  addition  to  the  whole  of  the 
gold  in  the  Issue  Department,  should  retain  as  great  a  re- 
serve in  gold  or  notes  in  the  Banking  Department  alone,  as 
would  suffice  under  the  old  system  for  the  security  both  of 
the  issues  and  of  the  deposits. 

§  5.  There  remain  two  questions  respecting  a  bank 
note  currency,  which  have  also  been  a  subject  of  consider- 
able discuflsion  of  late  years  :  whether  the  privilege  of  pro- 
viding it  should  be  confined  to  a  single  establishment,  such 
as  the  Bank  of  England,  or  a  plurality  of  issuers  should  be 
allowed:  and  in  the  latter  eaee,  whether  any  pecxdiar  pre- 
cautions are  requisite  or  advisable,  to  protect  the  holders 
of  notes  against  losses  occaeioned  by  the  insolvency  of  the 
issuers. 

The  course  of  the  preceding  speculations  has  led  us  to 
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ftttach  80  mnch  less  of  peculiar  importance  to  bank  notea, 
as  compared  witli  otliui*  ibrms  of  crutiit,  than  accords  with 
the  iiotioijs  generally  current,  that  queslious  respecting  tlie 
regulation  of  eo  very  small  a  part  of  the  general  mass  of 
credit,  cannot  apjjcar  to  ns  of  such  momontoue  import  aa 
tliey  are  eoiuetimes  considered.  Bank  note»^,  however,  have 
so  far  a  real  peeulianty,  that  tliey  are  the  only  form  of  credit 
sufficiently  convenient  for  all  the  purposes  of  circulation,  to 
be  able  entirely  to  supersede  the  use  of  metallic  money  for 
internal  pm-poses.  Tliough  the  extension  of  the  use  of 
cheques  has  a  tendency  more  and  more  to  diminish  the 
number  of  bank  notes,  as  it  would  that  of  the  sovereigns  or 
other  coins  which  would  take  their  pla<:e  if  they  were  abol- 
ished ;  there  is  sure,  for  a  hing  time  to  come,  to  bo  a  con- 
siderable supply  of  tliem,  wlierever  the  necessary  degree  of 
coramcrclal  confidence  exists,  and  their  free  use  is  permitted. 
The  exclusive  privilege,  therefore,  ofissuing  them,  if  reserved 
to  the  government  or  to  some  one  body,  is  a  source  of  great 
pecuniary  gain.  That  this  gain  should  be  obtained  for  the 
nation  at  large  is  both  practicable  and  desirable  :  and  if  the 
management  of  a  bank  note  currency  ought  to  be  so  com- 
pletely mechanical,  so  entirely  a  tiling  of  fixed  rule,  as  it 
is  made  by  the  Act  of  1844,  there  seems  no  reason  why  this 
mechanism  should  be  worked  for  the  profit  of  any  private 
issuer,  rather  than  for  the  public  treasury.  If,  however,  a 
plan  be  jjreferred  which  leaves  the  variations  in  the  amount 
of  issues  in  any  degree  whatever  to  the  discretion  of  the 
issaers,  it  is  not  desirable  that  to  the  ever-growing  attribu- 
tions of  the  government,  so  delicate  a  function  should  be 
superadded  ;  and  that  the  attention  of  the  heads  of  tlie 
state  should  be  diverted  from  larger  objects,  by  their  being 
besiegeil  with  the  applications,  and  made  a  mark  for  all  the 
attacks,  wliich  are  never  spared  to  those  deemed  to  be  re- 
sponsible for  any  acts,  however  minute,  connected  with  the 
regulation  of  the  currency.  It  would  be  better  that  treasury 
notes,  exchangeable  for  gold  on  dtiinand,  should  be  issued 
to  a  fixed  amount,  not  exceeding  the  minimum  of  a  bank 
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note  currency,  tbe  remainder  of  tlie  notes  wliich  may  be 
req^uired  being  left  to  be  Bupplied  either  by  one  or  by  a 
number  of  private  baiikitig  establisbments.  Or  an  eetab- 
lishinent  like  tlie  Bauk  ut*  England  might  supply  the  wliol© 
countpyj  on  condition  of  lending  iifteen  or  twenty  millions 


of  ita  notes  to  tbe 


without   interest :    whi^b 


would  give  the  same  pecuniary  advantage  to  tho  state  as 
if  it  issued  tliat  number  of  its  own  notes. 

The  reason  ordinarily  alleged  in  condemnation  of  tbe 
system  of  plurality  of  issuers  which  exi.sled  in  England  be- 
fore the  Act  of  1844,  and  under  certain  bmitations  still  sub- 
sists, is,  that  tbe  eompetition  of  these  different  issuers  in- 
duces tbeiu  to  incrcatie  the  amount  of  their  notes  to  an 
injurious  extent-.  J3nt  we  have  seen  that  the  power  which 
bankers  have  of  augnieiititig  their  issues,  and  the  degree  of 
mischief  wliich  they  can  produce  by  it,  are  quite  trifling 
compared  with  the  current  over-estimate.  As  remarked 
by  M.  Fallartou,*  the  extraordinary  increase  of  banking  com- 
petition occasioned  by  the  establishment  of  the  joint-stock 
banks,  a  competition  often  of  the  most  reckless  kind,  has 
proved  utterly  powerless  to  enlarge  the  aggregate  mass  of 
the  bank  note  circulation  ;  that  aggregate  circulation  hav- 
ing, on  the  contrary,  actually  decreased.  In  any  case  it 
appears  desirable  to  maintain  one  great  estabhiiliment 
like  the  Bank  of  England,  distinguished  from  otlier  banks 
of  issue  in  this,  that  it  alone  is  required  to  pay  in  gold,  the 
others  being  at  liberty  to  pay  their  notes  with  notes  of  the 
central  establishment.  The  object  of  this  is  that  there  irjay 
be  one  body,  responsible  for  maintaining  a  reserve  of  the 
precious  metals  sufficient  to  meet  any  drain  that  can  renson- 
ably  be  expected  to  take  place.  By  disseminating  this  re- 
sponsibility among  a  number  of  hanks,  it  is  prevented  from 
operating  efficaciously  upon  any  :  or  if  it  be  still  enforced 
against  one,  the  reeerves  of  the  metals  retained  by  nil  the 
others  are  capital  kept  idle  in  pure  waste,  which  may  he 

•  p,  89 — 92. 
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dispenseti  wiib  by  allowing  tliein  at  their  option  to  pay  in 
Bank  of  England  notes. 

§  6.  The  question  remains  whether,  in  case  of  a  plural- 
ity of  i:^8uerH,  any  peculiar  pre<.;autious  are  needed  to  protect 
the  holders  of  notes  from  the  consequences  of  failure  of  pay- 
ment. Before  182(),  the  insolvency  of  banks  of  issue  was 
a  irequent  and  very  serious  evil,  often  spreuding  distress 
though  a  whole  neighbourliood,  and  at  one  blow  depriving 
provident  industry  of  the  results  of  long  and  painful  saving. 
Tliis  was  one  of  the  chief  reasons  which  inducud  Parliament, 
in  that  year,  to  prohibit  the  issue  of  buidc  notes,  of  a  denomi- 
nation below  five  poumlsj  that  the  labouring  classes  at  least 
might  be  as  little  as  possible  exposed  to  participate  in  this 
Buffering.  As  an  adOitional  safeguard,  it  has  been  sug- 
gested to  give  the  holders  of  notes  a  priority  over  other 
cretiitors,  or  to  require  bankers  to  deposit  stock  or  other 
public  securities  as  a  pledge  for  the  whole  amount  of  their 
issues.  The  inswiurity  of"  the  foniier  bank  note  currency 
of  England  was  partly  the  work  of  the  law,  which,  in  order 
to  give  a  qualified  monopoly  of  banking  business  to  the 
Bank  of  England,  had  actually  made  the  formation  of  safe 
banking  estabUshments  a  punishable  offence,  by  ]>robibit- 
ing  the  existence  of  any  banks,  in  town  or  country,  whether 
of  issue  or  deposit,  with  a  number  of  partnere  exceeding  six. 
This  truly  characteristic  specimen  of  the  old  system  of 
monopoly  and  reBtriction,  was  done  away  with  in  1826, 
both  as  to  issues  and  deposits,  everywhere  but  in  a  district 
of  sixty-five  miles  radius  round  London,  and  in  1S33  in  that 
district  also,  as  far  as  relates  to  depositt^.  It  was  hoped 
that  the  numerous  jointstock  banks  since  established,  would 
Lave  furnished  a  more  trustworthy  currency,  and  that  under 
their  infiuence  the  banking  system  of  England  would  have 
been  almost  as  secure  to  the  public  as  that  of  Scotland 
(where  banking  was  always  free)  has  been  for  two  centimes 
i>ast.  Bnt  tlie  almost  incredible  instances  of  reckless  and 
iVaudulent  mismanagement  which  these  inatitv\.t\Qv\&  V^-sct^* 


§  1.  In  the  plirasoology  of  tlie  Mercantile  System, 
the  language  and  doetrines  of  wliicli  are  still  the  basis  of 
what  may  be  called  tlie  political  economy  of  the  selling 
classes,  as  distiuguished  irom  the  buyers  or  consumers, 
there  is  no  word  of  more  frequent  recurrei^ce  or  more  peril- 
ous import  than  the  word  widerselling.  To  undersell  other 
countries — not  to  be  imdersold  by  other  countries — were 
fipoken  of,  and  are  still  very  often  spoken  of,  almost  as  if 
tbey  ■were  the  sole  purposes  for  wfeieb  production  and  com- 
modities exist.  The  feelings  of  rival  tradesmen,  prevailing 
among  nations,  overruled  for  uenturicB  all  sense  of  the  gen- 
eral comunmity  of  advantage  which  commercial  countries 
derive  from  tlie  prosperity  of  one  another:  and  that  com- 
mercial spirit  whicti  is  now  one  of  tlie  strongest  obstacles  to 
wars,  was  during  a  certain  period  of  European  history  their 
principal  cause. 

Even  in  the  more  enlightened  view  now  attainable  of  the 
nature  and  coneequences  of  inteniational  commerce,  some, 
tliough  a  comparatively  small,  space  must  still  be  made  for 
the  fact  of  commercial  rivality.  Nations  may,  like  individnal 
dealers,  be  competitors,  with  opposite  interests,  in  the  mar- 
kets of  some  commodities,  while  in  others  they  are  in  the 
more  fortunate  relation  of  reciprocal  customers.  The  ben- 
efit of  conmierce  dnes  not  consist,  aa  it  was  once  thought  to 
do,  in  the  commodities  sold  ;   but,  since  the  commodities 


sold  are  tbe  means  of  obtaining  tliose  which  are  bought^  a 
nation  would  be  cut  off  from  ttie  real  advantage  of  com- 
merce, the  imports,  if  it  could  not  induce  other  nations  to 
take  any  of  its  commodities  in  exchange  ;  and  in  proportion 
as  the  competition  of  other  eountriea  compt'la  it  to  oflVir  its 
comnioditice  on  cheaper  terms,  on  pain  of  not  selh'ng  them 
at  all,  tlie  imports  which  it  obtains  b^'  its  foreign  trade  are 
procured  at  greater  cost. 

Those  points  liave  been  adciiuatelj,  tliough  fnciJontallyj 
ilUistrated  in  eome  of  t!ie  preceding  chapters.  But  the 
great  space  which  the  topic  Las  filled,  and  continues  to  till, 
in  economical  epcculationy,  and  in  ttie  practical  anxieties 
both  of  politicians  and  of  dealers  and  mauui'acturers,  makes 
it  desirable,  before  quitting  the  subject  of  international 
exchange,  to  subjoin  a  few  observations  on  the  things  -which 
do,  and  on  those  which  do  not,  enable  countries  to  undersell 
one  another. 

One  country  can  only  undersell  another  in  a  given 
market,  to  the  extent  of  entirely  expelling  her  from  it,  on 
two  couditious.  In  the  first  place,  siie  must  have  a  greater 
advantage  than  the  sccoiB  country  in  the  production  of  the 
article  exported  by  botli ;  meaning  by  n  greater  advantage 
(as  has  been  already  go  fully  explained)  not  absolutely,  but 
in  comparison  with  other  commodities ;  and  in  the  second 
place,  such  must  be  her  relation  with  the  customer  country 
in  respect  to  the  demand  for  each  other^s  products,  and  such 
the  consequent  state  of  international  values,  as  to  give  away 
to  the  customer  country  more  than  the  whole  advantage 
possessed  by  the  rival  country  ;  otlicr\^'ise  the  rival  will 
still  be  able  to  hold  her  ground  in  the  market. 

Let  us  revert  to  the  imaginary  hypothesis  of  a  trade  be- 
tween Eugland  and  Germany  in  clotli  iind  linen  :  England 
being  capable  of  producing  10  yards  of  cloth  at  the  same 
cost  with  15  yards  of  linen,  Germany  at  the  same  cost  with 
20,  and  the  two  commodities  being  exchanged  between  the 
two  countries  (cost  of  carriage  apart)  at  some  intermediate^ 
rate,  sav  10  for  17.     Germany  could  not  be  permanently 
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ondereoUi  in  the  English  market,  and  exj>elled  from  it,  nn- 
lcs6  liv  a  country  which  offered  not  merely  more  than  17, 
but  more  than  20  yards  of  linen  for  ten  of  cloth.  Short  of 
that,  the  competition  wonld  only  oMige  Germany  to  pay 
dearer  for  cloth,  hut  would  not  disahle  her  from  exporting 

■  linen.  The  country,  therefore,  wliich  could  undersell  Ger- 
many,  must,  in  the  first  place,  be  able  to  produce  linen  at 
le*is  cost,  compared  witli  cloth,  tlian  Cfermany  herself;  and 

■  in  the  nc?:t  place,  uiM&t  have  ench  a  demaud  for  cloth,  or 
other  EiigUbh  comn»odities,  as  wonld  compel  her,  even  when 
she  became  sole  oecui«mt  of  the  market,  to  give  a  greater 
advantage  to  England  tlian  Germany  conl<l  give  by  resign- 
ing the  whole  of  liers ;  tu  give,  for  example,  21  yards  for  10. 

^    For  if  not — if,  for  example,  the  equatiou  of  international 

P    demand,  after  Germany  was  excluded,  gave  a  ratio  of  18  for 

10,  Germany  could  again  enter  into  the  competition  ;  Ger- 

Pmany  would  be  now  the  underselling  nation ;  and  there 
would  be  a  point,  perhaps  19  for  10,  at  which  both  countriea 
would  be  able  to  maintain  their  ground,  and  to  sell  in  Eng- 
land enough  linen  to  pay  for  the  cloth,  or  other  English 
commodities,  for  which,  on  these  newly  adjusted  terms  of 
interchange,  they  had  a  demand.  In  like  maimer,  England, 
as  an  exporter  of  cloth,  conld  only  be  driven  from  the  Ger- 
man market  by  some  rival  whose  superior  advantages  in  the 
production  of  cloth  enabled  her,  and  the  intensity  r>f  whose 
demand  for  German  produce  compelled  her,  to  offer  10  yards 
of  cloth,  not  merely  for  leas  than  17  yard^  of  linen,  but  for 
less  than  15.  In  that  case,  England  could  no  longer  carry 
on  the  trade  witliont  loss ;  but  in  any  case  short  of  this,  she 
would  merely  be  obliged  to  give  to  Germany  more  cloth  for 
letie  linen  than  she  had  previously  giren. 

It  tlms  appears  that  the  alarm  of  being  permanently  un- 
dersold may  be  taken  much  too  easily  ;  may  be  taken  when 
the  thing  really  to  be  anticipated  is  not  the  loee  of  the  tra*Te, 
hut  the  minor  inconvenience  of  carr\ing  it  on  at  a  dimin- 
ished advantage ;  an  inconvenience  chiefly  falling  on  the 
ooiiBumers  of  foreign  commodities,  and  not  on  lUe  ^tcylvicsfev^ 
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or  sellen  of  the  exported  article.  It  is  no  sofficient  gnmnd 
of  appn^hension  to  the  English  protlncers,  to  find  that  some 
other  country  can  sell  cloth  in  foreign  markets  at  some 
particnUr  time^  a  trille  cheaper  Umu  ther  e&a  themselree 
afford  to  do  in  tlie  exieting  state  of  prices  in  England. 
Sajipose  them  to  be  temporarily  unsold,  and  their  exports 
diiiiiuidlicd  ;  the  imports  will  exceed  the  exports,  there  will 
be  a  new  distribntion  of  the  precious  metals,  prices  will  fall, 
and  aa  all  the  money  cxpen&es  of  the  English  prodacers  will 
be  diminished,  they  will  be  able  (if  the  case  falls  short  of 
that  stated  in  the  prec^eding  paragraph)  again  to  compete 
with  their  rivals.  Tlie  loss  which  England  will  incur,  will 
not  fall  apon  the  exporters,  but  upon  those  who  consume 
imported  commodities ;  who,  with  money  incomes  reduced 
in  amount,  will  have  to  pay  tlie  same  or  even  an  increased 
price  for  all  things  produced  in  foreign  conntrica. 


§  2.  Such,  I  conceive,  is  the  true  theory,  or  rationale, 
of  underselling.  It  will  be  observed  that  it  takes  no  ac- 
count of  some  things  which  we  hear  spoken  of,  ollener  per- 
haps than  any  others,  in  the  character  of  causes  exposing  a 
country  to  be  undersold. 

According  to  the  preceding  doctrine,  a  country  cannot 
be  undersold  in  any  cominodity,  unless  the  rival  country 
has  a  stronger  inducement  than  itself  for  devoting  its  labour 
and  caiiital  to  the  jiroduction  of  the  commodity ;  arising 
from  the  fact  that  by  doing  so  it  occasions  a  greater  saving 
of  labour  and  caj>ilal,  to  \hi  shared  between  itself  and  itscna- 
toiniMB — a  griiatcr  inr.rejibi;  of  the  aggregate  produce  of  the 
world.  Tike  underselling,  therefore,  though  a  loss  to  the 
iindorRold  conntry,  is  iin  advantage  to  the  world  at  large; 
the  KubKtittittid  comniereo  being  one  which  economizes  more 
of  the  labour  and  capital  of  mankind,  and  adds  more  to  their 
collective  wealth,  than  the  commerce  superseded  by  it.  The 
atlvantagc,  of  eourse,  consists  in  being  able  to  produce  the 
coinmoflity  of  better  quality,  or  with  lees  labour  (compared 
with  other  things) ;  or  perhaps  not  with  leas  labour,  but  in 
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lesB  time  ;  with  a  less  prolonged  detention  of  the  capital  em- 
ployeti  This  may  arise  from  greater  uatnral  advantages 
(such  as  Boil,  climate,  riclmess  of  ruines) ;  Bupenor  capabilityj 
either  natural  or  aci^piirod,  in  tlie  Jahoiirers ;  better  division  of 
labour,  and  better  tools,  or  maeliinery.  But  there  is  no  place 
left:  in  this  tlieory  for  tbe  case  of  lower  wages.  This,  liow- 
ever,  in  tbe  theories  commonly  current,  is  a  favourite  cause 
of  underselling.  We  continually  hear  of  the  disadvantage 
under  which  the  British  producer  labours,  both  in  foreign 
markets  and  even  in  his  own,  through  tlie  lower  wages  paid 
by  his  foreign  rivals.  These  lower  wages,  wc  are  told,  ena- 
ble, or  are  always  on  the  point  of  enabling  them  to  sell  at 
lower  prices,  and  to  dislodge  the  English  manufacturer  from 
all  marke  s  in  which  he  is  not  artifir.ially  protected. 

Before  examining  this  opinion  on  grounds  of  principle, 
it  is  worth  while  to  bestow  a  moment's  consideration  upon 
it  as  a  question  of  fact.  Is  it  true,  that  the  wages  of  inanu- 
faetiiring  labour  arc  lower  in  foreign  countries  than  in  Eng- 
land, in  any  sense  in  winch  low  wages  are  an  advantage  to 
the  capitalist  'i  The  artisan  of  Ghent  or  Lyons  inay  earn 
lees  wages  in  a  day,  but  does  he  not  do  less  work  ?  Degrees 
of  efficiency  considered,  does  his  labour  cost  less  to  his  em- 
ployer i  Though  wages  may  be  lower  on  the  Continent,  is 
not  the  Cost  of  Labour,  which  is  the  real  element  In  tiie 
competition,  very  nearly  the  same  ?  Tliat  it  is  so  seems  the 
opinion  of  competent  judges,  and  is  contirmed  by  the  very 
little  difference  in  the  rate  of  profit  between  England  and 
the  Continental  countries.  But  if  so,  the  opinion  is  absurd 
that  English  producers  can  be  undei'sohl  by  their  Conti- 
nental rivals  from  this  cause.  It  is  only  in  America  that 
the  supposition  is  primd  facie  admissible.  In  America, 
wages  are  much  higher  than  in  England,  if  we  mean  by 
wages  the  daily  earnings  of  a  labourer:  but  tlie  productive 
power  of  American  labour  is  bo  great — its  efficiency,  com- 
bined with  the  favourable  circumstances  in  which  it  is 
exerted,  makes  it  wortli  so  much  to  the  purchaser,  that  tho 
Cost  of  Labour  ia  lower  in  America  than  in  Eiv^U\\d\  ^aS& 
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proved  by  the  fact  that  the  general  rate  of  profits  and  of 
interest  is  very  much  higher. 


g  3.  But  is  it  true  that  low  wages,  even  in  the  sense  of 
low  Cost  of  Labour,  tinable  a  country  to  sell  chesj>er  iii 
the  foreign  uiarket  ?  I  mean,  of  course,  low  wages  which 
are  common  to  tlie  wholu  i>rudu('ti  ve  industry  of  the  ^^ountry. 

If  wages,  in  any  of  tlie  departments  of  industry  wliich 
supply  exports,  are  kt'pt,  artificially,  or  by  i-ome  accidental 
cause,  below  the  gcuural  rate  of  wages  in  the  country,  this 
is  a  real  advautiigu  in  the  foreign  market.  It  lessens  the 
comj)unttfVe  cost  of  pro(hiction  of  those  articles,  in  relation 
to  others  ;  and  has  tlie  same  etfect  as  if  tliuir  production  re- 
quired 80  niuuh  less  labour.  Take,  for  instance,  the  case  of 
Hie  United  States  in  respect  to  certain  commodities.  In 
that  country,  tobacco  and  cotton,  two  great  articles  of  ex- 
port, are  prothiced  by  slave  labour,  while  food  and  manu- 
factures generally  are  ])ro<luccd  by  free  labourers,  who 
either  work  ou  tlieir  own  account  or  are  paid  by  wages.  In 
spite  of  the  inferior  efHciency  of  slave  labour,  there  ean  be 
no  reasonable  doubt  that  in  a  country  where  the  wages  of 
free  labour  are  so  lugh,  the  work  executed  by  slaves  is  a 
better  bargain  to  the  capitalist.  To  whatever  extent  it  is 
so,  this  sraaller  cost  of  labour,  being  not  general,  but  limited 
to  those  employments,  is  just  as  much  a  cause  of  frheapncsa 
in  the  products,  both  in  the  home  and  in  the  foreign  mar- 
ket, as  if  tliey  bad  been  made  by  a  less  quantity  of  labour. 
If  the  slaves  in  the  Sftutliem  States  were  emanci]>iite<l,  and 
their  wagt^s  rose  to  the  general  level  of  the  earnings  of  free 
labour  in  America,  that  country  might  be  obliged  to  erase 
some  of  the  slave-grown  articles  from  tlie  catalogue  of  itji 
ex|)orts,  antl  would  certainly  be  unable  to  sell  any  of  them 
in  the  foreign  market  at  the  present  price.  Their  cheapness 
is  partly  an  artificial  cheapness,  which  may  be  compared  t^' 
that  produced  by  a  bounty  on  production  or  on  ex|)ortation : 
or,  considering  the  means  by  which  it  is  obtained,  an  apter 
eomparhon  would  be  with  the  chea\)ncfis  of  stolen  goods. 
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An  advantage  of  a  similar  economical,  tliougli  of  a  very 
different  moral  character,  is  that  possessed  by  domestic 
maiiufuctures  ;  fubrics  produced  in  the  It'isure  hours  of  fam- 
ilies partially  occupied  in  other  pur&uits,  who,  not  depending 
for  subsistence  on  the  produce  of  the  manufacture,  can  afford 
to  sell  it  At  any  price,  however  low,  for  wliich  they  think  it 
worth  while  to  take  the  trouble  of  produciug.  In  an  ac- 
count of  the  Canton  of  Zurich,  to  which  I  have  had  occasion 
to  refer  on  another  subject,  it  is  obser^'etl,*  ■■*  Tlie  workman 
of  Zurich  is  today  a  manufacturer,  to-morrow  again  an  agri- 
cnlturiet,  and  changes  his  occupations  with  the  seasons,  in  a 
continnal  round.  Manufiu-turing  indutitry  and  tillage  ad- 
vance hand  iii  hand,  in  inseparable  alliance,  and  in  this 
union  of  the  two  occu]>ations  the  secret  may  be  found,  why 
the  simple  and  unlearned  Swiss  manufacturer  can  always  go 
on  competing,  and  increasing  in  prosperity,  in  the  face  of 
those  extensive  establishments  fitted  out  witli  great  eco- 
nomic, and  (what  is  still  more  important)  intellectual,  r& 
sources.  Even  in  tbot;e  parts  of  the  Canton  where  manu- 
factures have  extended  tliemselves  the  most  widely,  only 
one-seventh  of  all  the  families  belong  to  manufactures 
alone ;  four-sevenths  combine  that  employment  witli  agri- 
culture. The  advantage  of  this  domestic  or  family  manu- 
facture consists  chiefly  in  the  fact,  that  it  is  compatible  with 
all  other  avocations,  or  rather  that  it  may  in  part  be  re- 
garded as  only  a  supplementary  employment.  In  winter, 
in  the  dwellings  of  the  operatives,  the  whole  family  employ 
themflelves  in  it :  but  as  soon  as  spring  appears,  those  on 
whom  the  early  field  labours  devolve,  abandon  the  in-door 
work  ;  many  a  shuttle  stands  still ;  by  degrees,  as  the  field- 
work  increases,  one  member  of  the  family  follows  another, 
till  at  last,  at  the  harvest,  and  during  the  so-called  'great 
works,'  all  hands  seize  the  implements  of  husbandry  ;  but 
in  unfavourable  weather,  and  in  all  otherwise  vacant  houi-s, 
the  work  in  the  cottage  is  resumed,  and  when  the  ungenial 
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season  again  recurs,  tlie  people  return  iu  tlie  same  gradual 
order  to  their  home  occupation,  until  they  have  all  re- 
sumed it." 

In  the  case  of  these  domestic  manHfactiires,  the  compara- 
tive cost  of  production,  on  which  the  interchange  betwtxjn 
countries  depends,  is  mucli  lower  than  in  proportion  to  the 
quantity  of  labour  employed.  The  workpeople,  looking  to 
the  earnings  of  their  !oi>iii  for  a  part  only,  if  for  any  part, 
of  their  actual  maintenance,  can  afford  to  work  for  a  less 
remuneration  tliaii  the  lowest  rate  of  wagua  which  can  per- 
manently exist  in  the  employments  by  which  the  labourer 
has  to  support  the  whole  expense  of  a  family.  Working,  as 
tliey  do,  not  for  an  employer  l)Ut  for  themselves,  they  may 
be  said  t-o  carry  on  the  manufacture  at  no  cost  at  all,  except 
the  small  expense  of  a  loom  and  of  the  material ;  and  the 
limit  of  possible  cheapness  is  not  the  necessity  of  living  by 
their  trade,  but  that  of  earning  enough  by  the  work  to  make 
that  social  employment  of  their  leisure  hours  not  dis- 
agrceiibte. 


§  4.  These  two  cases,  of  slave  labour  and  of  domestic 
manufactures,  exemplify  the  conditions  under  which  low 
wages  enable  a  country  to  sell  its  commodities  cheaper  in 
foreign  markets,  and  conse<iuently  to  undersell  its  rivals,  or 
to  avoid  being  undersold  by  them.  But  no  such  advantage 
is  conl'erred  by  low  wages  when  common  to  all  branches  of 
industry.  General  low  wages  never  caused  any  country  to 
undersell  its  rivals,  nor  did  general  high  wages  ever  hinder 
it  from  douig  so. 

To  demonstrate  this,  we  must  return  to  an  elementary 
principle  which  was  discussed  in  a  former  chapter.*  G<:n- 
eral  low  wages  do  not  cause  Ww  prices,  nor  high  wages  high 
prices,  within  the  country  itself.  General  prices  are  not 
raised  by  a  rise  of  wages,  any  more  than  they  would  be 
raised  by  an  increase  of  the  quantity  of  labour  required  in 
eJI  production.     Expenses  which   affect    all    commodities 
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equally,  have  no  influence  on  prices.  If  the  muker  of 
broadcloth  or  cutlery,  and  nobody  else,  had  to  pay  higher 
wages,  the  price  of  his  conunodity  would  rise,  jiist  ad  it 
would  il*  he  had  to  employ  more  labour  ;  because  otherwise 
he  would  gain  less  profit  thau  otlicr  productTs,  and  nobody 
would  engage  in  the  employment.  But  if  everybody  has  to 
pay  higher  wages,  or  everybody  to  employ  more  labour, 
the  loss  must  be  submitted  to  ;  as  it  affects  everyb»jdy  alike, 
no  one  can  hope  to  get  rid  of  it  by  a  change  of  eiapluymeat, 
each  therefore  resigns  himself  to  a  dimiuutiou  of  profits,  aud 
prices  remain  as  they  were.  In  like  maiitier,  general  low 
wages,  or  a  general  increase  in  the  productiveness  of  labour, 
does  not  make  prices  low,  but  protits  high.  If  wages  fall, 
(meaniog  here  by  wages  the  cost  of  labour,)  why,  on  that 
account,  should  the  |»ruducer  lower  his  price  ?  He  will  be 
forced,  it  may  be  said,  by  the  competition  of  other  capital- 
ists who  will  crowd  into  his  erapluyment.  But  other  cap- 
italists are  also  i>aying  lower  wages,  and  by  entering  into 
competition  with  Iiim  they  would  gain  nothing  but  what 
they  are  gaining  already.  The  rate  then  at  which  labour  is 
paid,  as  well  as  the  quantity  of  it  which  is  employed,  affects 
neither  the  value  nor  the  price  of  the  commodity  produced, 
except  in  so  far  as  it  is  peculiar  to  that  commodity,  and  not 
common  to  commodities  generally. 

Since  low  wages  are  not  a  canse  of  low  prices  in  the 
country  itself,  so  neither  do  they  cause  it  to  offer  its  com- 
modities in  foreign  markets  at  a  lower  price.  It  16  quit© 
true  that  if  the  cost  of  labour  is  lower  in  America  than  in 
England,  America  could  sell  her  cottons  to  Cuba  at  a  lower 
price  than  England,  and  still  gain  as  high  a  profit  as  the 
English  manufacturer.  But  it  is  not  with  the  profit  of  the 
English  manufacturer  that  the  American  cotton  spinner  will 
make  his  comparison  ;  it  is  with  the  profits  of  other  Amei> 
ican  capitaliRts.  Tliese  enjoy,  in  common  with  liiniself,  the 
benefit  of  a  low  cr>st  of  labour,  aud  have  accordingly  a  high 
rate  of  profit.  This  high  profit  the  cotton  spinner  must  also 
hare:  he  will  not  content  himself  with  the  English  profit. 
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It  is  trne  he  may  go  on  for  a  time  at  that  lower  rate,  rather 
than  change  his  cinph>yinont ;  and  a  trade  may  be  can-ied 
on,  ftonuitiines  iVir  il  long  j)eriod,  at  a  much  lower  profit 
than  tliat  for  which  it  would  have  been  originally  engaged 
in.  Countries  which  Jiave  a  low  cost  of  labour,  and  higli 
profits,  do  not  for  that  reasi>n  undersell  others,  but  tbey  do 
ojjpoau  a  more  obstinate  resistance  to  being  undersold, 
because  the  producei*8  can  oi^en  submit  to  a  diminution  of 
profit  without  being  nnalde  to  live,  and  even  to  thrive,  by 
their  business.  Unt  this  is  all  which  their  advantage  does 
for  tliem  :  and  in  this  resistance  they  will  not  loLg  per- 
severe, when  a  change  of  times  which  may  give  them  equal 
protits  with  the  rest  of  their  countrymen  has  become  mani- 
festly hopeless. 


§  5.  There  is  a  clasa  of  trading  and  exporting  commu- 
nities, on  wliich  a  few  words  of  explanation  ecem  to  be 
required.  Tliese  are  Iiardly  to  be  hx>ked  upon  as  countries, 
carrying  on  an  exchange  of  eonimodities  wit!i  other  countries, 
but  more  properly  as  outlying  agricultural  or  manufacturing 
establishments  belonging  to  a  larger  community.  Our  "West 
India  colonies,  for  example,  cannot  be  regarded  as  coun- 
triee,  with  a  productive  capital  of  their  own.  If  Manches- 
ter, instead  of  being  \vliere  it  is,  were  on  a  rock  in  the  North 
Sea  (it*  present  industry  nevertheless  continuing),  it  would 
Btill  be  but  a  town  of  England,  not  a  country  trading  with 
England  ;  it  would  be  merely,  as  now,  a  place  where 
Englajid  finds  it  convenient  to  carry  on  her  cotton  manu- 
facture. Tlic  West  Indies,  in  like  manner,  arc  the  place 
where  Englantl  finds  it  convenient  to  carry  on  the  produc- 
tion of  sugar,  cofiee,  and  a  few  other  tropical  eoxnjuodities. 
All  the  capital  employed  is  English  capital ;  almost  ali  the 
bidnstry  is  carried  on  for  English  uses ;  there  is  Little  pro- 
duction of  anything  except  the  staple  commodities,  and 
these  are  sent  t(i  Kn^dund,  not  tu  be  exchanged  for  things 
exported  to  the  colony  and  consumed  by  its  inhabitants,  but 
to  be  sold  in  England  for  the  benefit  of  the  pi-opnetors 
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there.  The  trade  with  the  West  Indies  is  therefore  birdly 
to  be  considered  as  external  trade,  hut  more  resembles  the 
traffic  between  town  and  comttry,  and  is  amenable  to  the 
])rinciplc8  of  the  home  trade.  The  rate  of  profit  in  tbe 
colooiea  will  be  regulated  by  English  profits:  the  ex- 
pectation of  profit  must  be  about  the  same  as  iu  England, 
with  the  addition  of  compensation  for  the  disadvantages 
attending  the  more  distant  and  hazardous  employment: 
and  after  allowance  is  made  tor  those  disadvaiitages,  the 
value  and  price  of  West  India  produce  iu  the  English 
market  mnst  be  regulated,  (or  rather  must  have  been  regu- 
lated formerly,)  like  that  of  any  English  commodity,  by  the 
cost  of  production.  For  tlie  last  ten  or  twelve  years  this 
principle  has  been  in  abeyance  :  the  price  was  first  kept  up 
beyond  the  ratio"  of  the  cost  of  production  by  deficieut  sup- 
plies, which  could  not,  owing  to  the  deficiency  of  labour,  be 
increased  ;  and  more  recently  the  admission  of  foreign  com- 
petition baa  introduced  another  element,  and  some  of  the 
West  India  Islands  are  undersold,  not  so  much  because 
wages  are  higher  than  in  Cuba  and  Brazil,  as  because  they 
are  higher  than  in  England  :  for  were  they  not  so,  Jamaica 
could  sell  her  sugars  at  Cuban  prices,  and  still  obtain,  though 
not  a  Cuban,  an  Euglish  i-ate  of  profit. 

It  is  worth  while  also  to  notice  another  class  of.  small, 
but  in  this  case  mostly  indejtendent  communities,  which 
have  supported  and  enriched  themselves  ahiiost  without  any 
productions  of  their  own,  (except  ships  and  marine  equip- 
ments.) by  a  mere  carrying  trade,  and  commerce  of  entre- 
pf'it  J  by  buyiug  the  produce  of  one  country,  to  sell  it  at  a 
profit  in  another.  Such  were  Yenice  and  the  Uanse  Towns. 
The  case  of  these  communities  is  very  simple.  Tliey  made 
themselves  and  their  capital  the  instruments,  not  of  pro- 
duction, but  of  accomplishing  exchanges  between  the  pro* 
diicti'ins  of  other  countries.  Tliese  exchanges  are  attended 
with  an  advantage  to  those  countries— an  increase  of  the 
aggregate  returns  to  industry — part  of  which  went  to 
indemnify  the  agents,  for  the  necessary  expenses  of  trans- 
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port,  aiid  another  part  to  remunerate  the  use  of  their  capital 
and  mercantile  skill.  The  conntries  themselves  had  not 
capital  disposable  for  the  operation.  When  the  Venetians 
became  the  agents  of  the  geueral  commerce  of  Southern 
Europe,  they  had  scarcely  any  competitors:  the  tiling 
would  not  have  been  done  at  all  without  them,  and  there 
was  really  no  limit  to  their  profits  except  the  limit  to  whit 
the  ignorant  feudal  nobility  could  anil  would  give  for  the 
unknown  luxuries  then  tirst  presented  to  their  sight.  At 
a  later  period  competition  arose,  and  the  profit  of  this 
operation,  like  that  of  others,  became  amenable  to  natural 
laws.  The  carrying  trade  was  taken  up  by  Uolland,  a 
country  with  productions  of  its  own  and  a  large  accumu- 
lated capital.  The  other  nations  of  Europe  also  had  now 
capital  to  spare,  and  were  capable  of  conducting  their 
foreign  trade  for  themselves :  but  Holland,  having,  fi'om 
the  variety  of  circumstances,  a  lower  rate  of  profit  at  home, 
could  afford  to  carry  for  other  countries  at  a  smaller  ad- 
vance on  tlie  original  cost  of  the  gooils,  than  would  have 
been  required  by  their  own  capitalists ;  and  Holland,  there- 
fore, engrossed  the  greatest  part  of  the  carrying  trade  of 
all  those  countries  wliich  did  not  kce]>  it  to  themselves  by 
Navigation  Laws,  constructed,  like  those  of  England,  for 
the  express  purpose. 


CHAPTER  iXVI. 
OF  DISTRIBUTION,  A3  AFFECTED  BT  EXCHAJJGE. 

§  1.  We  have  now  completed,  as  far  as  is  compatihlo 
with  our  purposes  and  limits,  tlie  exposition  of  the  ma- 
chinery through  wbicli  the  produce  of  a  couiitrj'  is  appor- 
tioned amonn^  the  different  classes  of  its  inhabitants  ;  which 
is  no  other  than  the  machinery  of  Excliange,  and  has  for 
the  exponents  of  its  operation,  the  laws  of  Value  and  of 
Price.  We  shall  now  avail  oiirselves  of  the  light  thus 
acquired,  to  east  a  retrospective  glance  at  the  subject  of 
Distribution.  The  division  of  the  produce  among  the  three 
clasfies,  Labourers,  Capitalists,  and  Landlords,  when  consider- 
ed without  any  reference  to  Exchange,  appeared  to  depend 
on  certain  general  laws.  It  is  fit  that  we  should  now  con- 
sider whether  these  same  laws  still  operate,  when  the 
distribution  takes  place  through  the  complex  mechanism 
of  exchange  and  money ;  or  whether  the  properties  of 
the  mechanism  interfere  with  and  modify  the  presiding 
principles. 

The  primary  division  of  the  produce  of  human  exertion 
and  frugality  is,  as  we  have  seen,  into  three  elinrcs,  wages, 
profits,  and  rent ;  and  these  shares  are  portioned  out  to  the 
persons  entitled  to  them,  in  the  form  of  money,  and  by  a 
process  of  exchange  ;  or  ratlier,  the  capitalist,  witli  whom  in 
the  usual  arrangements  of  society  the  produce  remains, 
pays  in  money,  to  the  other  two  sharers,  tlie  market  value 
of  their  labour   and   land.     If  wo  examine,  on  what  the 
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]>ec'uuiary  value  of  labonr,  and  the  pecuniary  value  of  tho 
use  uf  land,  dL')>end,  wu  shull  find  that  it  is  on  the  very  same 
causes  by  which  we  f<L»und  that  wages  and  rent  would  be 
regulated  if  tliere   were  no  uione^'  and   no  exchange  of      , 
commodities.  Al 

It  is  evident,  in  the  first  place,  that  the  law  of  Wages  ts*" 
not  affected  by  the  existence  or  non-existence  of  Exchange 
or  Money.     Wages  depend  on  thii  ratio  between  population 
and  capital ;  and  would  do  so  if  all  tlie  capital  in  the  world 
were  the  property  of  one  association,  or  if  the  capitalists 
among  whom  it  is  shared  maintained  each  an  establishment 
for  the  produfttion  of  every  article  consumed  in  the  com-     ' 
munit^',  exchange  of  commodities  having  no  existence.     As 
the  ratio  between  capital  and  {>opulation,  everywhere  but  in 
new  colonies,  depends  on  the  strength  of  the  checks  by  which 
the  too  rapid  increase  of  population  is  restrained,  it  may  be 
said,  ])opiilarly  speaking,  that  wages  depend  on  the  cheeks 
to    population  ;    that    when   the  check   is  not  death,   by     ] 
Ftarvation  r>r  disease,  wages  depend  on  the  prudence  of  the    i 
labouring  people  ;  and  that  wages  in  any  country  are  habit- 
inilly  at  the  lowest  rate,  to   which   in   that  country  the 
labourer  will  suffer  them  to  bo  depressed  rather  than  put  j^.  , 
restraint  upon  multiplication.  ^H 

What  is  liere  meant,  however,  by  wages,  is  the  labourer's  ' 
real  seale  of  comfort ;  the  qiuiiitity  he  obtains  of  the  things 
wliich  nature  or  habit  has  made  necessary  or  agreeable  to 
liini :  wages  in  the  sense  in  which  Ihey  are  of  importance  to 
the  receiver.  In  the  seiwe  in  wliich  they  are  of  impoi'tauce 
to  the  payer,  they  do  not  depend  exclusively  on  sunh  simple 
principles.  Wages  in  the  first  sense,  the  wages  on  which 
the  labourer's  ettmfort  ticpends,  we  will  call  real  wages,  or 
wagCh  in  kind.  Wages  in  the  second  sense,  we  may  he 
permitted  to  call,  for  the  present,  money  wages;  assuming, 
as  it  is  allowable  to  do,  that  money  remains  for  the  time  an 
invariable  btandard,  no  alteration  taking  place  in  the  con- 
ditions under  which  the  circulating  medium  itself  is  produced 
or  obtained.     If  nioiiev  itj*e!f  nndergoes  no  variation  in  cost, 
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the  money  price  of  labour  is  an  exact  measure  of  tlic  Cost  of 
Labour,  and  may  be  made  use  of  as  a  convenient  symbol  to 
express  it. 

The  money  wages  of  labour  are  a  compound  result  of  two 
elements :  fii-st^  real  wa^s,  or  wa^es  in  kind,  or  in  other 
words,  the  quantity  which  the  labourer  obtains  of  the  ordi- 
nary articles  of  consumption ;  and  secondly,  the  money  prices 
of  those  articles.  In  all  old  cuuntries — ull  countries  in  which 
the  increase  of  jjojuilation  is  in  any  degree  checked  by  tho 
difficulty  of  obtaining  subsistence — the  habitual  money  jmce 
of  labour  is  that  which  will  jnst  enahh^  the  labourers,  one 
with  another,  to  purchase  the  coimuoditicii  without  which 
they  either  cannot  or  will  not  keep  ui>  the  population  afc 
its  customary  rate  of  increase.  Their  standard  uf  comfort 
being  given,  (and  by  the  standard  of  comfort  in  a  labouring 
class,  is  meant  that,  rather  than  forego  wliich,  they  will 
abstain  from  mnlti plication,)  money  wages  depend  on  the 
money  price,  and  therefore  on  the  cost  of  jirodnction,  of 
the  various  articles  which  the  labourers  habitually  ccmsume: 
because  if  their  wages  cannot  procui'c  them  a  given  ijuan- 
tity  of  these,  their  increase  will  slacken,  and  their  wages 
rise.  Of  these  articles,  food  and  other  agricultural  produce 
are  so  much  the  principal,  as  to  leave  little  influence  to 
any  tiling  else. 

It  is  at  this  point  that  we  are  enabled  to  invoke  the  aid 
of  the  principles  which  have  been  laid  down  in  this  Tliird 
Part.  Tho  cost  of  production  of  food  and  agricultural  prod- 
uce has  been  analyzed  in  a  preceding  cliaptcr.  It  depends 
on  the  productivenofis  of  tlie  least  fertile  land,  or  of  the  least 
productively  employed  portion  of  capital,  which  the  neces- 
sities of  society  have  as  yet  put  in  requisition  for  agricidtural 
purposes.  The  cost  of  production  of  tho  food  grown  in 
these  least  advantageons  circumstances,  determines,  as  we 
liavc  seen,  the  exchange  value  and  money  jirice  of  the  whole. 
In  any  given  state,  therefore,  of  the  labourers'  habits,  their 
money  wages  depend  on  the  prodncd  venesa  of  the  least  fertile 
land,  or  least  productive  agricultural  capital :  on  the  point 
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wliieli  cultivation  has  reached  iu  its  downward  progress — in 
its  encroacliments  on  the  barren  lands,  and  its  gradually 
increased  strain  upon  the  ]»owersoF  tlie  more  fertile.  Xow, 
the  force  which  urgea  cultivation  in  this  downw^ard  coureo, 
is  the  increase  of  people;  while  the  counter-force  which 
checks  the  descent,  is  the  improvement  of  agricultural  science 
and  practice,  enabling  the  same  soil  to  yield  to  the  same 
labour  more  ample  returns.  The  costliness  of  the  most 
costly  part  of  the  produce  of  cultivation,  is  an  exact  expres- 
fiion  of  the  state,  at  any  ^Wexi  moment,  of  the  race  which 
population  and  agricultural  skill  are  always  running  against 
each  other. 


§  2.  It  is  well  said  hy  Dr.  Chalmers,  that  many  of  the 
most  important  lessons  in  political  economy  ai-c  to  be  learnt 
at  the  extreme  margin  of  cnltivation,  the  last  point  which 
the  culture  of  the  soil  has  reached  in  its  contest  with  the 
spontaneous  agencies  of  nature.  The  degree  of  productive- 
ness of  this  extreme  margin,  is  an  index  to  the  existing  state 
of  the  distribution  of  the  produce  among  the  three  classes, 
of  lab<;«urer8,  capitalists,  and  landlords. 

When  the  demand  of  an  increasing  population  for  more 
food  cannot  he  satisfied  without  extending  cultivation  to  less 
fertile  land,  or  inoiu'ring  additional  ontiay,  M^itha  less  pi*o- 
portional  retuni,  on  land  already  in  cultivation,  it  is  a  neces- 
sary'' condition  of  tliis  increase  of  agricultural  produce,  that 
tlie  value  and  price  of  that  produce  must  fii"st  rise.  But  as 
soon  as  the  price  has  risen  sufficiently  to  give  to  the  addi- 
tional outlay  of  capital  the  ordinary  profit,  the  rise  will  not 
go  on  still  further  for  the  purpose  of  enabling  the  new  land, 
or  the  new  expcnditunt  on  old  land,  to  yield  rent  as  well  as 
profit.  Tlie  land  or  capital  last  put  iu  requisition,  and  occu- 
pying what  Dr.  Chalmers  calls  the  margin  of  cultivation, 
will  yield,  and  continue  to  yield,  no  rent.  But  if  this  yields 
no  rent,  the  rent  adbrded  by  all  other  land  or  figricnltural 
capital  will  be  exactly  so  much  as  it  produces  more  than  this. 
The  price  of  food  will  always  on  the  average  be  such,  that 
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the  worst  land,  and  the  least  productive  iiietalment  of  the 
capital  employed  oa  the  better  lauds,  shall  just  replace  the 
ex|>en3e8  with  the  ordinary  profit.  Tf  the  least  favoured 
land  and  capital  just  do  thus  much,  all  nther  land  and  capital 
will  yield  an  extra  profit,  equal  tx)  the  proceeds  of  the  extra 
produce  due  to  their  superiur  productivcnoss  ;  and  this  extra 
profit  becomes,  by  competition,  the  prize  of  the  landlords. 
Exchange,  and  money,  therefore,  make  no  difference  in  the 
law  of  rent :  it  is  the  same  as  we  originally  found  it.  Rent 
IS  the  extra  return  made  to  agricultural  capital  wlien  em- 
ployed with  peculiar  advantages;  the  exact  equivalent  of 
what  those  advantages  enable  the  producers  to  economize 
in  the  cost  of  production :  the  value  and  price  of  tlie  produce 
beiug  rcgulatcnl  by  the  cost  of  production  to  those  i>rodncers 
who  have  no  advantages ;  by  the  return  to  that  portion  of 
agricultural  capital,  the  circumstances  of  which  are  the  least 
favourable. 

§  3.  Wages  and  rent  being  thus  regulated  by  the  same 
principles  when  paid  in  money,  as  they  would  be  if  appor- 
tioned in  kind,  it  follows  that  Profits  are  so  likewise.  For 
the  surplus,  after  replacing  wages  and  paying  rent,  consti- 
tutes Profits. 

"We  found  in  the  last  chapter  of  the  Second  Book,  that 
the  advances  of  the  capitalist,  when  analyzed  to  their 
ultimate  elements,  consist  either  in  the  purchase  or  main- 
tenance of  labour,  or  in  the  profits  of  former  capitalists ;  and 
tliat  therefore  profits  in  the  last  resort,  depend  upon  the 
Co&t  of  Labour,  falling  as  that  rises,  and  rising  fl^  it  falls. 
l*et  us  endeavour  to  trace  more  mimitely  the  operation  of 
this  law. 

There  are  two  modes  in  which  the  Cost  of  Labour,  which 
is  correctly  represented  (money  being  supposed  invariable) 
by  the  money  wages  of  the  labourer,  may  be  increased. 
Tiio  labourer  may  obtain  gi-eater  comforts;  wages  in  kind — 
real  wages — may  rise.  Or  the  progress  of  population  may 
force  down  cultivation  to  inferior  soils,   and   more  costly 
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proceeees;  thus  raising  the  cost  of  prodnction,  the  value, 
and  the  price,  of  tlie  chief  artiulee  of  the  hihourer'e  con- 
sumption. On  either  of  these  suppositions,  the  rate  of  profit 
will  tall. 

If  the  labourer  obtains  more  abundant  cominodiries, 
only  by  reason  of  their  greater  cheapness ;  if  he  obtains  a 
greater  quantity,  but  not  on  the  whole  a  greater  cost ;  real 
wages  will  be  increased,  but  not  money  wages,  and  theru 
will  be  nothing  to  afteet  the  rate  of  jirolit.  But  if  he  ob- 
tains a  greater  quantity  of  commodities  of  whicli  the  eo«t  of 
proilnction  is  not  lowered,  he  obtains  a  greater  cost;  his 
money  wages  are  higher.  The  expense  of  thetjo  increased 
money  wages  ialla  wholly  on  the  capitalist.  Tliere  are  no 
conceivable  means  by  which  he  can  shake  it  off.  It  may 
be  said — it  nn^iJ  Formerly  to  be  said — that  he  will  get  rid  of 
it  by  raising  Lis  price.  But  this  opinion  we  have  already, 
and  more  than  once,  fully  refuted.* 

Tlie  doctrine,  indeed,  that  a  rise  of  wages  causes  an 
equivalent  rise  of  prices,  is,  as  we  foimerly  observed,  sell- 
contradictory  :  for  if  it  did  so,  it  would  not  be  a  rise  of 
wages ;  the  labourer  woidd  get  no  more  of  any  commodity 
than  he  had  before,  let  Ids  money  wages  rise  ever  so  much ; 
a  rise  of  real  wages  would  be  an  tm|>ossibility.  This  being 
equally  contrary  to  reason  and  to  fact,  it  is  evident  tiiat  a 
rise  of  money  wages  does  not  raise  prices ;  that  higli  wages 
are  not  a  cause  of  high  prices.  A  rise  of  general  wages  falls 
on  profits.     There  is  no  possible  alternative. 

Having  disposed  of  the  case  in  w!nch  the  increase  of 
money  wages,  and  of  the  Cost  of  Labour,  arises  from  the 
labourer's  obtaining  more  ample  wages  in  kind,  let  us  now 
suppose  it  to  arise  from  the  increased  cost  of  production  of 
the  things  wbicli  he  consumes;  owing  to  an  increase  of 
population,  unacrompanied  by  an  equivalent  increase  of 
agricultural  skill.  The  augmented  f^upply  required  by  the 
popiihition  would  not  be  obtained,  unless  the  price  of  food 
rose  sufficiently  to  remunerate  the  farmer  for  the  increased 

•  Supra,  book  iii.  obap.  Iv.  §  %  and  cba^.  iitv.  ^A, 
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production.  The  farmer,  liawever,  in  tliie  oaee 
a  twofold  diftftdvantage.  lie  has  to  carry  on  liis 
enm^fttlon  under  less  favourable  conditions  of  produftivo- 
iieijs  tliHii  before.  Fur  tliis,  a»  it  is  a  disadvantage  bclonf^- 
ing  to  him  only  as  a  fanner,  and  not  shared  by  other  em- 
ployers, be  vrill,  on  the  general  principles  of  valne,  be  t-om- 
pensated  bv  a  rise  of  the  jirice  of  his  commodity  :  indee<l, 
until  this  rise  has  taken  place,  he  will  not  bring  to  market 
the  re<[uircd  increase  of  jirodnce.  Dut  this  very  rise  of 
price  involves  him  in  another  ncceseity,  for  which  he  18  not 
compensated.  He  moBt  pay  higher  money  wages  to  his  la- 
bourers. TliiB  necessity,  being  common  to  hiai  with  all 
other  capitalists,  fonns  no  ground  for  a  rise  of  price.  The 
price  will  rise,  until  it  has  placed  him  in  hh  good  a  situation 
iu  respect  of  profits,  as  other  employers  of  labour :  it  will 
rise  Fo  as  to  indemnify  him  for  the  increased  labour  which 
he  must  now  employ  in  order  to  produce  a  given  t|ua!itity 
of  food  :  but  the  inereased  wages  of  that  labour  are  a  bur- 
then common  to  all,  and  for  which  no  one  can  be  indem- 
nitied.     It  will  be  paid  wholly  from  profits. 

Thus  we  see  that  increased  wages,  when  common  to  all 
descriptions  of  productive  labourers,  and  when  really  repre- 
senting a  greater  Cost  of  Labour,  are  always  and  nectssjirily 
at  the  expense  of  profits.  And  by  reversing  the  cases,  we 
should  find  in  like  manner  that  diminished  wages,  when 
representing  a  really  dimhiished  Cost  of  Labour,  are  erpiiva- 
Icnt  to  a  rise  of  profite.  But  the  opposition  of  pecuniary 
interest  thus  indicated  between  the  class  of  capitalists  and 
that  of  labourers,  is  to  a  great  extent  only  apparent.  Real 
wages  are  a  very  different  thing  from  the  Cost  of  Labour, 
and  are  generally  highest  at  the  times  and  places  where, 
from  the  easy  terms  on  which  the  land  yields  all  the  produce 
as  yet  required  from  it,  the  value  ami  price  of  food  being 
low,  the  cost  of  labour  to  the  emijloyur,  notwithstanding  itn 
ample  renmneration,  is  comparatively  cheap,  and  the  rate  of 
profit  consiMjuently  liigh  ;  as  at  present  in  tlie  United  States. 
We  thus  obtain  a  full  confirmation  of  our  original  theorem 
38 
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that  Profits  depend  on  the  Cost  of  Lahour :  or,  to  express 
the  meaning  with  still  greater  a<?cnrac_v,  tlie  rate  of  prolit 
and  the  cotil  of  labour  vary  inversely  as  one  another,  and 
are  joint  etfecte  of  tlie  same  agencies  or  causes. 

But  does  not  this  i>roi>oeition  require  to  be  slightly  modi- 
fied, by  making  allowance  for  that  portion  (thongh  com- 
paratively small)  of  the  expenses  of  the  capitalist,  which 
does  not  consist  in  wages  paid  by  himself  or  reimbursed  to 
previous  capitalists,  but  in  the  profits  of  those  previous 
capitftlitttB?  Suppose,  for  tjxainple,  an  invention  in  the 
mannfarture  of  leather,  the  advantage  of  which  should 
consist  in  ren<leriiig  it  uimeceasary  that  the  hides  shonld 
remain  for  so  great  a  length  of  time  in  the  tan-pit.  Shoe- 
makers, saddlers,  and  other  workers  in  leather,  would  save 
a  part  of  that  pi»rtion  of  the  cost  of  their  material  which 
consists  of  the  tanner's  profits  during  the  time  his  capital  ifl 
lockcil  up ;  and  this  saving,  it  may  be  said,  is  a  source  from 
which  they  might  derive  an  increase  of  profit,  though 
wages  and  the  Cost  of  Labour  remained  exactly  the  same. 
In  the  case  here  supposed,  however,  the  consumer  alone 
would  benefit,  sinre  the  prices  of  shoes,  harness,  and  all 
otlicir  articles  into  which  leather  enters,  would  fall,  until  the 
pt'ofitd  of  the  producers  were  reduced  to  the  general  level. 
To  obviate  this  objection,  let  us  suppos-o  that  a  similar 
saving  of  expenses  takes  place  in  all  departfnents  of  produc- 
tion at  once.  In  that  case,  since  values  and  prices  would 
not  be  atfetjted,  profits  would  probably  be  raised  ;  but  if  we 
look  more  closely  into  the  case  we  shall  find,  that  it  is 
becauBH  the  cost  of  labour  would  be  lowered.  In  this  as  in 
any  other  case  of  increase  in  the  general  productiveness  of 
labour,  if  the  labourer  obtained  only  the  same  real  wages, 
profits  would  be  raised  :  but  the  same  real  wages  would 
imply  a  smaller  Cost  of  Labour ;  the  cost  of  pi-oduction  oi' 
ail  things  ha\*ing  lieen,  by  the  supposition,  diminished.  If, 
on  the  other  hanij,  the  real  wages  of  labour  rose  proportion- 
ally, and  the  Cost  of  Labour  to  the  employer  remained  the 
same,  the  advances  of  the  capitalist  would  boar  the  same 
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ratio  to  bis  returns  as  before,  and  the  rate  of  profit  would 
be  unaltered.  The  reader  who  may  wish  for  a  more  minute 
examination  of  this  point,  will  find  it  in  the  volume  of 
sepai-ate  Essays  to  which  reference  has  before  been  made.* 
The  question  is  too  intricate  in  comparison  with  its  imj>or- 
tanee,  to  be  further  entered  into  in  a  work  like  the  present ; 
and  I  will  merely  say,  that  it  seeraa  to  result  from  the  con- 
siderations adduced  in  the  Essay,  that  there  is  nothing  in  the 
case  in  question  to  affect  the  integrity  of  the  theory  which 
a£Srms  an  exact  correspondence,  in  an  inverse  direetioD, 
between  the  rate  of  profit  and  the  Cost  of  Labour. 
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CHAPTER  I. 

GENERAL  CHARACTERISTICS   OF  A  PROGRESSIVE  STATE 
OF  WEALTH. 


§  1.  The  three  preceding  Parts  include  as  detailed  a 
view  as  our  limits  permit,  of  what,  by  a  happy  geiieraliza- 
tioa  of  a  matheinatieal  phrase,  has  been  called  the  Statics 
of  the  snbject.  We  have  Burveyed  tlje  field  of  economical 
facts,  and  have  examined  how  they  stand  related  to  one  an- 
other as  causes  and  effects ;  what  circumstances  determine 
the  amount  of  production,  of  employment  for  labour,  of 
capital  and  population  ;  what  laws  regulate  rent,  profits,  and 
wages ;  under  what  conditions  and  in  what  proportions 
commodities  are  interchanged  between  individuals  and  be- 
tween countries.  We  have  thus  obtained  a  collective  view 
of  the  economical  phenomena  of  society,  considered  ae  ex* 
isting  siniultuneou&ly.     We  have  ascertained,  to  a  certain 

L extent,  the  principles  of  their  interdependence ;  and  when 
the  state  of  some  of  the  elements  is  known,  we  should  now 
be  able  to  infer,  in  a  general  way,  the  con  tern  pora  neon  8 
state 


state  of  most  of  the  o^ers.     All  this,  however,  has  only 
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put  na  in  pofisesaion  of  the  economical  laws  of  a  stationary 
and  unchanging  eociety.  We  have  still  to  consider  the 
economical  condition  of  mankind  as  liable  to  change,  and 
indeed  (in  tlie  more  a^Jvanced  portions  of  the  race,  and  in 
all  regions  to  wliich  their  influence  reaches)  as  at  all  times 
undergoing  progressive  changes.  We  liave  to  consider 
what  these  changes  are,  what  are  their  laws,  and  wliat  their 
ultimate  tendencies ;  thereby  adding  a  theory  of  motion  to 
our  theory  of  equilibrium — the  Dynamics  of  political  econo- 
my to  the  Statics. 

In  tills  inquiry,  it  is  natural  to  commence  by  tracing 
tlie  operation  of  known  and  acknowledged  agencies. 
Whatever  may  be  the  other  changes  which  the  economy  of 
society  is  destined  to  undergo,  there  ie  one  actually  in  prog- 
ress, concerning  which  there  can  be  no  dispute.  In  the 
leading  countries  of  the  world,  and  in  all  others  as  they 
come  within  the  influence  of  those  leading  countries,  there 
is  at  least  one  progressive  movement  which  continues  with 
little  interruption  from  year  to  year  and  from  generation  to 
generation  ;  a  progress  in  wealth  ;  an  advancement  in  what 
is  called  material  prosperity.  All  the  nations  which  we 
are  accustomed  to  call  civilized,  increase  gradually  in  pro- 
duction and  in  population  :  and  there  is  no  reason  to  doubt, 
that  not  only  these  nations  will  for  some  time  continue  so 
to  increase,  but  that  most  of  the  other  nations  of  the  world, 
including  some  not  yet  founded,  will  successively  enter 
upon  the  same  career.  It  will,  tlierefore,  be  our  first  object 
to  examine  the  nature  and  consequences  of  this  progressive 
change  ;  the  elements  which  constitute  it,  and  the  etfects  it 
produces  on  the  various  economical  facts  of  whicli  we  have 
been  tracing  the  laws,  and  especially  on  wages,  profits 
rents,  values,  and  prices. 


§  2.  Of  the  features  which  characterize  this  progressive 
economical  movement  of  civilized  nations,  that  which  first 
excites  attention,  through  its  intimate  connexion  with  the 
phenomena  of  Production,  is  the  perpetual,  and  eo  far  as 


human  foresight  can  extend,  the  unlimited,  growth  of  man's 
]>ower  over  nature.  Our  knowledge  of  tlie  properties  and 
laws  of  physical  objects  sliovvs  no  sign  of  approaching  its 
ultimate  boundaries :  it  is  advancing  more  rapidly,  and  in 
a  greater  nmnbcr  of  directions  at  once,  than  in  any  pre- 
vious ago  or  generation,  and  affording  such  frequent 
glimpses  of  miexplored  fields  beyond,  as  to  justify  the 
belief  that  our  acquaintance  with  nature  is  still  almost  in 
its  infancj'.  This  increasing  physical  knowledge  is  now, 
too,  more  rapidly  than  at  any  former  period,  converted,  by 
practical  ingenuity,  into  physical  power.  Tlie  most  mar- 
vellous of  modern  inventions,  one  whicli  realizes  the  imagi- 
nary feats  of  tlie  niagiciarij  not  metaphorically  hut  literally 
— the  elet^tro-magnetic  telegrajdi — sprang  into  existence  but 
a  few  years  after  the  establishment  of  the  scientific  theory 
which  it  realizes  and  exemplifies.  Lastly,  the  manual  part 
of  these  great  scientific  operations  is  now  never  wanting  to 
the  intellectual :  there  is  no  difficulty  in  finding  or  forming, 
in  a  euflicient  number  of  the  working  hands  of  the  coinmti- 
nity,  the  akill  requisite  for  executing  the  most  delicate  pro- 
cesees  of  the  application  of  ecieuce  to  practical  uses.  From 
this  union  of  conditions,  it  ifi  impossible  not  to  look  forward 
to  a  vast  multii)lication  and  long  8u<'ce8fiion  of  contrivances 
for  economizing  labour  and  increasing  its  produce ;  and  to 
an  ever  wider  diffusion  of  the  use  and  benefit  of  those  con- 
trivances. 

Another  cliange,  which  has  always  hitherto  character- 
ized, and  will  assuredly  continue  to  cliaracterize,  the  prog- 
ress of  civilized  society,  is  a  continual  increase  of  the  secu- 
rity of  person  and  property.  The  people  of  every  country 
in  Europe,  the  most  backward  as  well  as  the  most  ad- 
vanced, are,  in  ca<;h  generation,  better  protected  against 
the  violence  and  rapacity  of  one  anotJier,  botJi  by  a  more 
efficient  judicature  and  police  for  the  supj>ression  of  private 
crime,  and  by  the  decay  and  destruction  of  those  mischiev- 
one  privilegefl  wliich  enabled  certain  classes  of  the  com- 
munity to  prey  with  impunity  upon  the  rest.      They  are 
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rUo,  in  every  genenttioii,  better  protected,  either  bj  iiisti- 
tiitions  or  by  iiiaTiniTfi  uiid  opinion,  a^iiifit  arbitrary  exer- 
cise of  the  ])OHer  of  govt;rninent.  Even  in  eemi-barbarous 
Russia,  acts  of  spoliation  directed  against  individnals,  who 
Imve  not  made  themselves  politically  obnox-ions,  are  uut 
supposed  to  be  now  so  fre-qucnt  as  rau<*h  to  affect  any  per- 
son's feelings  of  security.  Taxation,  in  all  European  coun- 
tries, grows  less  arbitrary  and  0])pre68ive,  both  in  itself  and 
in  the  manner  of  levying  it.  Wars,  and  the  destruction 
they  cause,  are  now  usually  confined,  in  abnost  every 
country,  to  those  distant  and  outlying  poseessione  at  whicL 
it  comes  into  contact  with  savages.  Even  the  vicissitudes 
of  fortune  which  arise  from  inevitable  natural  cAlamitiea, 
are  more  and  more  softened  to  those  on  whom  they  fall,  by 
the  continual  extension  of  the  sabitary  practice  of  insur- 
ance. 

Of  this  increased  security,  one  of  the  most  nnfaiiing 
effects  is  a  great  increase  both  of  production  and  of  accumu- 
lation. Industry  and  fmgality  cannot  exist,  where  there  is 
not  a  pre]X)nderant  probability  that  those  who  labour  and 
fijjurc  will  be  permitted  to  enjoy.  And  the  nearer  this 
prububility  ujiproaches  to  a  certainty,  ti»e  more  do  industry 
and  frugality  become  pervadijig  qualities  in  a  people.  Ex- 
perience has  shown  that  a  large  proportion  of  the  residfa  of 
labour  and  abstinence  may  be  taken  away  by  fixed  taxa- 
tion, without  impairing,  and  sometimes  even  with  the  effect 
of  stimulating,  the  qualities  from  winch  a  great  prodnction 
and  an  abundant  capital  take  their  rise.  But  those 
qualities  are  not  proof  against  a  higli  <legree  of  itneertainty. 
The  government  may  carry  off  a  part ;  but  there  must  be 
assurance  that  it  will  not  interfere,  nor  suffer  any  one  to 
iuteriere,  with  the  remainder. 

One  of  the  changes  which  most  infallibly  attend  the  prog- 
ress of  modern  society,  is  an  improvement  in  the  business 
capacities  of  the  general  mass  of  mankind.  I  do  not  mean 
that  the  practical  sagacity  of  an  individual  human  being  is 
^i*eater  than  formerly.     I  am  inclined  to  believe  that  eco- 
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nomical  progreBs  lias  iiitlierto  Imd  even  a  contrai-y  effect  A 
person  of  good  naturul  endowTueuts,  in  a  rude  statu  of 
eoeiety,  can  do  a  greater  number  of  things  tolerably  well, 
ha^j  a  greater  power  of  adaj>tLng  means  to  ends,  is  more 
capable  of  extricating  himself  and  others  from  an  unforeseen 
embarra^-ameut,  than  ninety-nine  in  a  hundred  of  those  who 
Lave  known  only  what  is  called  the  civilized  form  of  life, 
i  How  far  these  points  of  inferiority  of  faculties  ai*e  compen- 
sated,  and  by  what  means  they  might  be  compensated  still 
more  completely,  to  the  civilized  man  as  an  individual  be- 

■  ing,  is  a  question  belonging  to  a  different  inquiry  from  the 
present.  But  to  civilized  human  beings  collectively  consid- 
ered, the  compensation  is  ample.     What  is  lost  in  the  sep- 

■  ATHte  efficiency  of  each,  is  far  more  than  made  ujj  by  the 
greater  capacity  of  united  action.  In  proportion  as  they  put 
otf  the  qualities  of  the  savage,  they  become  amenable  to  dis- 
cipline ;  capable  of  adhering  to  plans  concerted  beforehand, 
and  about  which  they  may  not  have  been  consulted  ;  of 
subordmatiug  their  individual  caprice  to  a  preconceivetl 
detcmiiuation,  and  performing  severally  the  parts  allotted 
to  them  in  a  combined  undertaking.  Works  of  all  sorts, 
impracticable  to  the  savage  or  the  half-ci\'ilized,  are  daily 
accomplished  by  civilized  nations,  not  by  any  greatness  of 
facnlticfi  in  the  actual  agents,  but  through  the  fact  that 
each  is  able  to  rely  with  certainty  on  the  others  for  the  por- 
tion of  the  work  which  tliey  respectively  midertakc.  Tlie 
peculiar  characteristic,  in  short,  of  civilized  beings,  is  the 
capacity  of  co-operation  ;  and  this  like  other  facidties,  tends 
to  improve  by  practice,  anil  becomes  capable  of  assuming  a 
constantly  wider  sphere  of  action. 

Accordingly  there  is  no  more  certain  incident  of  the 
progressive  change  taking  place  in  society,  than  the  contin- 
ual growth  of  the  principle  and  practice  of  co-operation. 
Aisiociations  of  individuals  voluntarily  combining  their  small 
contributions,  now  perform  works,  both  of  an  industrial  and 
of  many  other  characters,  which  no  one  person  or  small 
number  of  persons  are  rich  enough  to  accomplish,  or  fur  the 
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porfoniiaoce  of  wliich  the  few  pereoua  capable  of  accom- 
pligliing  them  were  formvrlj  euable<i  to  exact  the  most  in- 
ordiztate  remuneratiou.  As  wealtli  increases  and  bosinefift 
capacity  improvee,  we  may  look  forward  to  a  great  cxteo- 
ftiou  of  cetablisJiinents,  botli  for  industrial  and  other  pur- 
poses, formed  by  the  collective  contributions  of  large 
numbers ;  establi&hnientA  like  thoee  known  by  the  technical 
name  of  joint-etoek  eompaniee,  or  tlie  aeeociations  less  form- 
ally con&tituted,  which  are  so  numerous  in  England,  to  raiee 
funds  for  public  or  philanthropic  objects. 

Hie  progress  which  is  to  be  expected  in  the  physical 
sciences  and  arts,  combined  with  the  greater  security  oi' 
property,  and  greater  freedom  in  disposing  of  it,  which  are 
obvious  features  in  the  civilization  of  modern  nations,  and 
with  the  more  extensive  and  more  skilful  emplo^Tnent  of 
the  joint-stock  principle,  aflord  space  and  scope  for  an 
indefinite  increase  of  capital  and  production,  and  for  the 
increase  of  population  which  i^  its  oi-dinary  accompaniment. 
Tliat  the  growth  of  population  will  overpass  the  increase  of 
production,  there  is  not  much  reason  to  apprehend ;  and 
that  it  should  even  keep  pace  wirli  it,  is  inconsistent  with 
the  supposition  of  any  rciil  improvement  in  tlie  poorcht 
classes  of  the  people.  It  is,  however,  quite  poasible  that 
there  might  be  a  great  progress  in  industrial  improvement, 
and  in  the  signs  of  what  is  commonly  called  national  pros- 
]>erity ;  a  great  increase  of  aggregate  wcultli,  and  even,  in 
some  respects,  a  better  distribution  of  it ;  that  not  only  the 
rich  might  grow  richer,  but  many  of  the  poor  might  grow 
rich,  that  the  intermediate  classes  might  become  more 
numerous  and  powerful,  and  the  means  of  enjoyable  exis- 
tence be  more  and  more  largely  dififused,  while  yet  the  great 
class  at  the  base  of  the  whole  might  increase  in  numbers 
only,  and  not  in  comfort  nor  in  cnltivation.  We  must, 
tlierefore,  in  conBidenug  the  effects  of  the  progress  of  indus- 
trj',  admit  as  a  wupposition,  however  greatly  we  deprecate 
as  a  fact,  an  increase  of  population  as  long-continued,  as 
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indefinite,  and  poesiblj  even  as  rapid,  as  the  increase  of  pro- 
dnction  and  aecnmulation. 

With  these  preliminary  observations  on  the  causes  of 
change  at  work  in  a  society  which  is  in  a  state  of  econom- 
ical progress,  I  proceed  to  a  more  detailed  examination 
of  the  changes  themselves. 


mixiKCS  Cf  THE  FmocsMaa  or  nnKSTsr  asi^  pcvm- 

LAnOS,  as  TALTB  15D  FSICS. 

'(  1.  Ths  diaogefi  which  the  piogmft  of  indoatTT 
or  pceguppotca  in  the  drcmnetaDees  of  production, 
are  neeenarilj  atlwWkd  vith  changes  in  the  valnes  of  eom- 
moditiciw 

The  petnuDent  Tshies  of  all  things  which  are  neither 
under  a  n&tural  nor  under  an  artificial  monopolr.  depeud, 
ae  we  h&ve  seen^  on  their  co^  of  production.  But  the 
iaereasing  power  which  mankind  are  eon&cantlv  acquiring 
OTer  nature,  increases  more  and  more  the  efficiency  of 
human  exertion,  or  in  other  words,  dioiinishes  coet  of  pro- 
duction. All  inventions  bv  which  a  greater  quantitr  of  any 
commodity  can  be  produced  with  the  same  labour,  or  the 
same  quantity  with  less  labour,  or  which  abridge  the  pro- 
C8K,  so  that  the  capital  employed  needs  not  be  advanced 
for  80  long  a  time,  le&ecn  the  cost  of  production  of  the  com- 
modity. Aft,  however,  value  is  relative ;  if  invention*  and 
improvements  in  production  were  made  in  all  commodities, 
and  all  in  the  same  degree,  there  would  he  no  alteration  in 
valuee.  Things  would  continue  to  exchange  for  each  other 
at  the  same  rates  as  before ;  and  mankind  would  obtain  a 
greater  quantity  of  all  things  in  return  for  their  labour 
and  abstinence,  without  having  that  greater  abundance 
measnretl  and  declared  (as  it  is  when  it  affects  only  one 
thing)  by  the  diminished  excliange  value  of  the  ooniniodity. 

Ag  for  prices,  in  these  circumstances  tliey  would  be  af- 
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I'ected  €»r  not,  according  as  tbe  iraproveinents  iu  production 
did  or  did  not  extend  to  the  prccioas  metals.  If  the  mate- 
rials of  money  were  an  exception  to  the  general  diminution 
of  cost  of  production,  tlie  values  of  all  other  tilings  would 
fall  in  relation  to  money,  that  is,  there  would  be  a  fall  of 
general  prices  throughout  the  world.  But  if  money,  like 
other  things,  and  in  the  same  degree  a&  other  thing:^,  were 
obtained  in  greater  abundance  and  cheapness,  prices  would 
he  no  more  aflected  than  values  would  ;  and  there  would 
be  no  visible  sign,  in  the  state  of  the  markets,  of  any  of  the 
changes  which  had  taken  place ;  except  that  there  would 
be  (if  people  continned  to  labour  as  much  as  before)  a 
greater  quantity  of  all  sorts  of  commodities,  circulated  at 
the  same  prices  by  a  greater  quantity  of  money. 

Improvements  in  production  are  not  the  only  circum- 
stance accompanying  the  progress  of  industry,  which 
tends  to  ditninieh  the  cost  of  producing,  or  at  least  of 
obtaining,  commodities.  Another  circnmstanee  is  the 
increase  of  intercourse  between  different  parts  of  the  world. 
As  conmiorce  extends,  and  the  ignorant  attempts  to  lestraiu 
it  by  tariffs  become  obsolete,  commodities  tend  more  and 
more  to  be  prodticcd  in  the  places  in  wliieh  their  production 
can  be  carried  on  at  the  least  expense  of  labour  and  capital 
to  mankind.  As  cinlization  spreads,  and  security  of  3>erson 
and  property  becomes  established,  in  parts  of  the  world 
which  have  not  hitherto  had  that  advantage,  the  productive 
capabilities  of  those  places  are  called  into  fuller  activity,  for 
the  bcnetit  botli  of  their  own  inhabitants  and  of  foreigners. 
The  ignorance  and  misgovernmeiit  in  which  many  of  the 
regions  most  favoured  by  nature  are  stiU  grovelling,  afford 
work,  probably,  for  many  generations  before  those  countries 
M'ill  bo  raised  even  to  the  present  level  of  the  most  civil- 
ized parts  of  Europe.  Much  will  also  depend  on  the 
increasing  migration  of  labour  and  capital  to  unw.'cn]Med 
parts  of  the  earth,  of  which  the  soil,  climatCj  and  situation 
are  found,  by  the  ample  means  of  exploration  now  possess- 
ed, to  promise  not  only  a  large  return  to  industry,  but  great 
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faoilitiea  of  producing  commodities  suited  to  tLe  markets  of 
old  countries.  Miiuli  as  the  collective  industry  of  the  eflrth 
ia  likely  to  be  increase<l  in  efficiency  by  tbe  extension  of 
science  and  of  the  industrial  arts,  a  still  more  active  Bource 
of  increased  cheapness  of  pro<liiction  will  be  found,  prob- 
ably, for  some  time  to  come,  in  the  gradually  unfolding 
consequences  of  Free  Trade,  and  in  tiie  increafiing  scale  on 
wliiob  Emigration  and  ColoniKation  will  be  carried  on. 

From  the  causes  novv  enumerated,  unless  counteracted 
by  others,  the  progress  of  tliing.s  enables  a  <.'Ountry  to  obtain 
at  less  and  less  of  real  cost,  not  only  its  own  productions 
but  those  of  foreign  countries.  Indeed,  whatever  diminishes 
the  cost  of  its  own  productions,  wlien  of  an  exjjortable  char- 
acter, enables  it,  as  we  have  already  seen,  to  obtain  its 
imports  at  less  real  cost. 

§  3.  But  is  it  the  fa^t,  that  these  tendencies  are  not 
counteracted  ?  IXas  the  progress  of  wealth  and  industry  no 
effect  in  regard  to  cost  of  production,  but  to  diminish  it? 
Are  no  causes  of  an  opposite  character  brought  into  opera- 
tion by  the  same  pi*ogi-css,  sutficient  In  some  caaes  not  only 
to  neutralize  but  to  overcome  the  fonuer,  and  convert  the 
descending  movement  of  cost  of  production  into  an  ascend- 
ing movement?  "We  are  already  aware  that  there  are  such 
CiiuscSj  and  that,  in  tlie  case  of  tlic  most  important  classes  of 
commodities,  food  and  materials,  there  is  a  tendency  dia- 
metrically opposite  Ui  that  of  which  wc  have  been  speaking. 
TliG  cost  of  production  of  tliese  commodities  tends  to  in- 
crea.se. 

This  is  not  a  property  inherent  in  the  commodities 
thouiaelves.  If  population  were  stationapy,  and  the  prod- 
uce of  the  earth  never  needed  to  he  augmented  in  (|uan- 
tity,  there  Wf)uld  be  no  eauae  for  greater  cost  of  produi^tion. 
Mankind  would,  on  the  contrary,  have  the  full  ])enefit  of  all 
improvements  in  agricultnre,  or  in  the  aits  subsidiary  to  it, 
and  there  would  be  no  dltfercnce,  in  tliis  respw^t,  between 
the  jtroducts  of  agriculture  and  those   of  manufacturea. 
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The  only  products  of  industry  which,  if  jH)palation  did  not 
increase*,  would  be  liable  to  a  real  increase  of  cui-t  of  pro- 
duction, are  those  which,  depending;  on  a  material  which  is 
not  renewed,  are  either  wholly  or  partially  eshaus^tible ; 
such  as  coal,  and  most  if  not  all  metals  ;  for  even  iron»  the 
most  abundant  us  well  as  most  useful  uf  mctidlic  products, 
which  forms  an  ingredient  of  most  minerals  and  of  almost 
all  rocks,  is^  susceptible  of  exhauiition  so  far  as  ivgards  its 
richest  and  most  tractable  ores. 

When,  however,  population  increases,  as  it  has  never  yet 
failed  to  do  when  tlie  increase  of  iudustrj^  and  of  the  means 
of  subtiisteiiee  wade  room  for  it,  the  demand  for  most  of  the 
productions  of  the  earth,  and  particularly  for  foo<l,  incrcJises 
in  a  corresponding  projKirtion.  And  then  comes  into  effect 
that  fundamental  law  of  production  irom  the  soil,  on  which 
we  have  so  frequently  had  occasion  to  expatiate ;  the  law, 
that  increased  labour,  in  any  given  state  of  agricultural 
Ekill,  is  attended  with  a  less  than  proportional  increase  of  ' 
prcfdnce.  The  cost  of  production  of  the  ft'uits  of  the  earth 
increases,  cwUris  paribus,  with  every  increase  of  the  de- 
mand. 

Xo  tendency  of  a  like  kind  exists  with  respect  to  manu- 
factured articles.  The  tendency  is  in  the  contrary  direction. 
Tlie  lai^er  the  scale  on  which  manufacturing  operations  are 
carried  on,  the  more  cheaply  they  can  in  general  be  per- 
formed. Mr.  Senior  has  gone  the  length  of  enunciating  as  an 
inherent  law  of  manufacturing  industry,  that  in  it  increased 
production  takes  place  at  a  smaller  cost,  wliilc  in  agricul- 
tural industry  increased  production  takes  place  at  a  greater 
cost,  I  cannot  think,  however,  tliat  even  in  manufactures, 
increased  cheapness  follows  increjused  jirfxhution  by  any- 
thing amounting  to  a  law.  It  is  a  probable  and  usual,  but 
not  a  necessary,  consequence. 

As  manufactures,  however,  depend  for  their  materials 
either  upon  agrieultnre,  or  raining,  or  the  sjiontaneons  prod. 
uce  of  the  earth,  manufacturing  industry  is  subject,  in 
respect  of  one  of  its  essentials,  to  the  same  law  as  agricol- 
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ture.  But  the  erode  material  generally  forms  bo  email  a 
portion  of  the  total  cost,  that  any  tendency  wliich  may  exist 
to  a  progressive  increase  in  that  single  item,  is  mucli  over- 
balaiiced  by  the  diminution  continually  taking  place  in  all 
the  other  elements ;  to  which  diminution  it  is  impossible  at 
present  to  assign  any  limit. 

The  tendency,  then,  being  to  a  perpetual  increase  of  the 
productive  power  of  labour  in  manufactures,  while  in  agri- 
culture  and  mining  there  is  ii  conflict  between  two  tenden- 
cies, the  one  towards  an  increase  of  productive  power,  tlie 
other  towards  a  diminution  of  it,  the  cost  of  production 
being  lessened  by  every  improvement  in  tlie  processet*,  and 
augmented  by  every  addition  to  population  ;  it  follows  tliat 
the  exchange  values  of  manufactured  articles,  compared 
Avith  the  products  of  agriculture  and  of  mines,  have,  as 
population  and  industry  advance,  a  certain  and  decided 
tendency  to  fall.  Money  being  a  product  of  mines,  it  may 
•also  be  laid  down  as  a  rule,  that  manufactured  articles 
tend,  as  society  advances,  to  fall  in  money  price.  The 
industrial  Instory  of  modem  nations,  especially  during  tlie 
last  hundred  years,  fully  bears  out  this  assertion. 

§  3.  "Whether  agricultural  produce  iucreabes  in  absolute 
as  well  OB  comparative  cost  of  production,  depends  on  the 
conflict  of  the  two  antagonist  agencies,  increase  of  popula- 
tion, and  improvement  in  agricultural  skill.  In  sr)me,  per- 
haps in  most,  states  of  society,  (looking  at  the  whole  surface 
of  the  earth,)  botli  agricidtural  skill  and  population  are  cither 
stationary,  or  increase  very  slowly,  and  the  cost  of  produc- 
tion of  food,  therefore,  is  nearly  stationary.  In  a  society 
which  ia  advancing  in  wealth,  pc)pnlfltion  generally  in- 
creases  faster  than  agricultural  bkill,  and  food  consequently 
tends  to  become  more  costly  ,;  but  there  are  times  when  a 
t^trong  impulse  sets  in  towards  agricultural  improvement. 
Such  an  impulse  has  shown  itself  in  Great  Britain  during 
the  last  fifteen  or  twenty  years.  In  England  and  Scotland 
agricultural  skill  has  of  late  increased  considerably  faster 
than  population,  insomuch  that  food  and  other  agiiculturftl 
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pnidufu,  iKitwithstandiug  the  increase  ol'  people,  can  be 
grown  at  lesa  cost  than  they  were  tliirty  years  ago:  and  the 
abolition  of  the  Corn  Laws  has  jnvtiii  an  additioTial  ^itimuluH 
to  the  spirit  of  improvement.  In  &onie  other  countries,  and 
particularly   in    France,   the    improvement  of  agriculture 

18  ground  still  more  decidedly  upon  population,  because 
ioTigh  agriculture,  except  in  a  few  jirovinces,  advances 
slowly,  population  advances  still  more  slowly,  and  even 
with  increasing  slowness ;  its  growth  bemg  kept  down,  not 
by  poverty,  which  is  diminishing,  but  by  prudence. 

Which  of  the  two  conflicting  agencies  is  gaining  upon 
the  other  at  any  particular  time,  might  be  conjectured  with 
tolerable  accuracy  from  the  money  price  of  agricultural 
produce  (supposing  bullion  not  to  vary  materially  in  value), 
provided  a  sufficient  number  of  years  could  be  taken,  to 
form  an  average  independent  of  the  fluctuations  of  sea:?onB. 
This,  however,  h  hardly  practicable,  since  Mr.  Tooko  has 
shown  that  even  so  long  a  period  as  half  a  century  may  in- 
clude a  much  greater  proportion  of  abundant  and  a  smaller 
of  deficient  seasons,  than  is  projjcrly  due  to  it.  A  mere 
average,  therefore,  might  lead  to  conclusions  only  the  more 
misleading,  for  their  deceptive  semblance  of  accuracy.  There 
would  be  leas  danger  of  error  in  taking  the  average  of  oidy 
a  small  number  of  years,  and  correcting  it  by  a  conjectural 
allowance  for  the  character  of  the  eeasons,  than  in  truating 
to  a  longer  average  without  uny  aueh  correction.  It  is 
hardly  necessary  to  add,  that  in  founding  conclusions  on 
quoted  prices,  allowance  must  also  bo  made  as  far  ns  possi- 
ble for  any  changes  in  the  general  exchange  value  of  the 
precious  metals.* 


§  4.  Thus  far,  of  the  effect  of  the  progress  of  society  on 
the  permanent  or  average  values  and  prices  of  commodities. 
It  remains  to  be  considered,  in  what  manner  the  same  prog- 


•  A  still  better  critemm,  perhaps,  than  that,  su-^pesled  in  the  text,  would  bs 
the  increase  or  tliminutiijn  of  the  amount  of  the  labourer's  wagca  c&umatod  in 
agricultural  produce. 
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ress  affects  their  finctiiations.  Concerning  tlie  answer  ia 
this  question  there  can  be  no  doubt.  It  tends  in  a  very 
high  degree  to  diminish  them. 

In  poor  and  backward  sfx-ieties,  as  in  the  East,  and  in 
Europe  during  the  middle  ages,  extraordinary  differences  in 
the  price  of  tlie  same  commodity  might  exist  iu  places  not 
very  distant  from  each  other,  because  the  want  of  roads  and 
canals,  the  imperfection  of  marine  navigation,  and  the  inse- 
enrity  of  communications  generally,  prevented  things  from 
being  transported  from  the  places  where  they  were  cheap 
to  those  where  they  were  dear,  Tlie  things  most  liable  to  fl  nc- 
tuations  in  value,  those  directly  influenced  by  the  seasons, 
and  especially  food,  were  seldom  carried  to  any  great  dis- 
tances. Each  locality  depended,  as  a  general  rule,  on  its  own 
produce  and  that  of  its  immediate  neighbourhood.  In  most 
years,  accordingly,  there  was,  in  some  part  or  other  of  any 
large  country,  a  real  dearth.  Almost  every  season  must  he 
unpropitiouB  to  some  among  the  many  soils  and  climates  to 
l>e  found  In  an  extensive  tract  of  country;  but  as  the  same 
season  is  also  in  general  more  than  ordinarily  favourable  to 
others,  it  is  only  occasionally  that  the  aggregate  produce  of 
the  whole  country  is  deficient,  and  even  then  in  a  less 
degree  than  that  of  many  separate  portions  ;  while  a  defi- 
ciency at  all  considerable,  extending  to  the  whole  world,  is  a 
thing  almost  unknown.  In  modem  times,  therefore,  there 
is  only  dearth,  where  there  fonnerly  would  have  been 
famine,  and  sufficiency  everywhere  when  anciently  there 
would  have  been  scarcity  in  some  places  and  superilnity  in 
others. 

The  same  change  has  taken  place  with  respect  to  all 
other  articles  of  commert^e.  The  safety  and  cheapness  of 
communications,  which  enable  a  deficiency  in  one  place  to 
be  supplied  fi*om  the  surplus  of  another,  at  a  moderate  or 
even  a  small  advance  on  the  ordinary  price,  render  the  fluc- 
tuations of  prices  much  less  extreme  than  fonnerly.  This 
effect  is  much  promoted  by  tlie  existence  of  large  capitals, 
belonging  to  what  are  called  speculative  merchants,  whose 
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bnsinese  it  is  to  bny  goods  in  order  to  resell  tliem  at  a  profit. 
These  dealers  naturally  bnyiog  things  when  they  are 
dieapcst,  and  storing  them  up  to  be  brought  again  into  the 
niarkot  when  the  price  has  become  unusually  high  ;  the  ten- 
dency of  their  operations  is  to  equalize  price,  or  at  least  to 
moderate  it*  inequalities.  The  prices  of  things  are  neither 
BO  much  depressed  at  one  time,  nor  so  much  raised  at 
another,  as  they  would  be  if  speculative  dealers  did  not 
exist. 

Speculators,  therefore,  have  a  highly  useful  office  in  the 
economy  of  society  ;  and  (contrary  to  common  opinion)  tlie 
most  useful  portion  of  the  class  are  those  who  speculate  in 
commodities  aft'ected  by  tlie  vicissitudes  of  seasons.  If  there 
were  no  com  dealers,  not  only  would  the  price  of  com  be 
liable  to  variations  much  more  extreme  than  at  present,  but 
in  a  deficient  season  the  necessary  supplies  might  not  be 
forthcoming  at  all.  Unless  there  were  speculators  in  com, 
or  unless,  in  default  of  dealers,  the  fai-mers  hcoam)^  spoculn- 
tore,  the  price  in  a  season  of  abundance  would  fall  without 
any  limit  or  check,  except  the  wasteful  ronsumption  that 
would  invariably  follow.  That  any  part  of  the  surplus  of 
one  year  remains  to  supply  the  deficiency  of  another,  is 
owing  either  to  farmers  wlio  withhold  corn  from  the  market, 
or  to  dealers  who  buy  it  when  at  the  cheapest  and  lay  it  up 
in  store. 


§  fi.  Among  persons  who  have  not  much  considered 
the  subject,  tliere  is  a  notion  tliat  the  gains  of  speculators 
arc  often  made  by  causing  an  artificial  scarcity  \  tlial  they 
create  a  high  price  by  their  o^ti  pnrchases,  and  then  profi! 
by  it.  This  may  easily  be  shown  to  be  fallacious.  If  a 
corn-dealer  makes  purchases  on  speculation,  and  produces  a 
rise,  when  there  is  neither  at  the  time  nor  afterwards  any 
cause  for  a  rise  of  price  except  his  own  proceedings  ;  he  no 
doubt  appears  to  grow  richer  as  long  as  his  purchases  con- 
tinue, because  he  is  a  holder  of  an  article  which  is  quoted  at 
a  higher  and  higher  prico :   but  this  apparent  gain   only 
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seetns  within  his  reach  bo  long  as  he  does  not  attempt  to 
realize  it.  Tf  he  ha^  honght,  for  instance,  a  million  of 
quarters,  and  by  withholding  them  fi-om  the  market,  has 
raised  the  price  ten  slnllinga  a  quurtur ;  just  flo  much  a^  tlic 
pricehas  l>een  raised  by  withdrawing  a  million  quarters,  will 
it  bo  lowered  by  bringing  theui  back,  and  the  beat  that  lie  can 
]ioi>e  is  that  he  will  lose  nothing  exce[it  interest  and  his  ex- 
j>enae&.  If  by  a  gimlnnl  and  cautions  sale  he  is  able  to 
realize,  on  some  portiuu  ol*  bis  stores,  a  i>ait  of  the  increased 
price,  so  also  he  will  undoubtedly  have  had  to  pay  a  part 
of  that  price  on  some  portion  of  his  purchases.  He  runfi 
considerable  risk  of  incurring  a  still  greater  loss ;  for  the 
temporary  high  price  is  veiy  likely  to  have  tempted  others, 
who  had  no  share  in  causing  it,  and  who  might  otherwise 
not  have  found  their  way  to  this  market  at  all,  to  bring 
their  corn  there,  and  intercept  a  part  of  the  advantage.  So 
that  instead  of  profiting  by  a  seareity  caused  by  himself,  lie 
is  by  no  means  unlikely,  after  buying  in  an  average  market, 
to  be  forced  to  sell  in  a  superaVmndant  one. 

As  an  individual  speculator  cannot  gain  by  a  rise  of 
price  solely  of  his  own  creating,  so  neither  can  a  number  of 
6peculatoi*s  gain  collectively  by  a  rise,  which  their  opera- 
tions have  artificially  produced.  Some  among  a  number  of 
speculators  may  gain,  by  superior  judgment  or  good  fortune 
in  selecting  the  time  for  realizuig,  but  they  make  this  gain 
at  the  ex[)ense,  not  of  the  consumer,  but  of  the  other  specu- 
lators who  are  less  judicious.  Tliey,  in  fact,  convert  to  their 
own  bcne6t  the  high  price  produced  by  tlie  Bpuciihitions  of 
the  otliers,  leaving  to  these  the  loss  resulting  from  the  recoil. 
It  is  not  to  be  denied,  therefore,  that  speculators  may  enrich 
themselves  by  other  people's  lossi.  But  it  is  by  the  losses 
of  other  Ppeeulators.  As  much  must  have  been  lost  by  one 
set  of  dealei'8  as  is  gained  by  another  set. 

AVlien  a  speculation  in  a  ct^mnioility  proves  profitable  to 

the  speculators  as  a  body,  it  is  because  in  the  interval  be- 

L  tween  their  buying  and  reselling,  the  price  rises  from  some 

'feause  independent  of  them,  their  only  connection  with  it 
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consisting  iu  liaving  foreseen  it.  In  tliis  case,  their  par- 
chases  make  the  price  begiu  to  rise  sooner  than  it  otherwise 
v:ould  do,  thus  spreading  the  privation  of  the  cousumera 
over  a  longer  period,  but  mitigating  it  at  tiie  time  of  its 
greatest  height :  evidently  to  the  general  advantage.  In 
this,  however,  it  is  assumed  that  they  have  not  overrated 
the  ri»e  which  they  looked  forward  to.  For  it  often  hap- 
pens that  speculative  purcharies  are  made  in  the  expectation 
of  some  in'crease  of  demand,  or  deficiency  of  supply,  which 
after  all  does  not  occur,  or  not  to  the  extent  which  the 
speculator  expected.  In  that  case  the  speculation,  instead 
of  moderating  fluctuations,  has  cansed  a  fluctuation  of  price 
which  otherwise  would  not  have  happened,  or  aggravated 
one  which  would.  But  in  that  case  the  speculation  is  a 
losing  one,  to  the  speculators  collectively,  however  much 
some  individuals  may  gain  by  it.  All  that  part  of  the  rise 
of  price  by  which  it  exceeds  what  there  are  independent 
grounds  for,  cannot  give  to  the  speculators  as  a  body  any 
benefit,  since  the  price  is  as  much  depressed  by  their  sales 
as  it  was  raised  by  their  purchases ;  and  while  they  gain 
nothing  by  it,  they  lose,  not  only  their  trouble  and  exi)en- 
ses,  but  almost  always  much  more,  through  the  efiects 
incident  to  the  artificial  rise  of  prit'c,  in  checking  consump- 
tion, and  bringing  forward  9ui)plies  from  unforeseen  quarters. 
The  operations,  therefore,  of  speculative  dealers,  are  useful 
to  the  public  whenever  profitable  to  tbemaelvus ;  and 
tliough  they  are  sometimes  injurious  to  the  public,  by 
heightening  the  fluctuations  which  their  more  usual  office  is 
to  alleviate,  yet  -whenever  this  happens  the  speculators  aro 
the  greatest  losera.  The  interest,  in  short,  of  the  specula 
tors  as  a  body,  coincides  with  the  interest  of  the  public  ;  and 
as  tliey  can  only  fail  to  serve  the  public  interest  in  propor- 
tion as  they  miss  their  own,  the  best  way  to  promote  the 
one  is  to  leave  them  to  pursnc  the  other  in  perfect  freedom. 
1  do  not  deny  that  speculators  may  aggravate  a  local 
scarcity.  In  collecting  corn  from  the  villages  to  supply 
the  towns,  they  make  the  dearth  penetrate  into  nooks  and 
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corners  which  might  otherwiee  have  escaped  from  bearing 
their  share  of  it.  To  buy  and  resell  in  the  same  place, 
tends  to  alleviate  scarcity :  to  buy  in  one  place  and  resell 
in  another,  may  increase  it  in  the  former  of  the  two  places, 
but  relieves  it  in  the  latter,  where  the  price  is  higher,  and 
which  thereibi'e,  by  the  very  sijp}x>sition,  is  likely  to  be 
suffering  more.  And  these  sufferings  always  fall  hardest 
on  the  poorest  consumers,  since  the  rich,  by  outlndding, 
can  obtain  their  accustomed  supply  uudiiiiiuishcd  if  they 
choose.  To  no  persons,  therefore,  are  the  operations  of 
com-dealers  on  the  whole  so  beneficial  as  to  the  poor. 
Accidentally  and  exceptionally,  the  poor  may  suffer  from 
them ;  it  might  sometimes  he  more  advantageous  to  the 
rural  poor  to  have  com  cheap  in  winter,  when  they  are 
entirely  dependent  on  it,  even  if  the  cuusequenee  were  a 
dearth  in  spring,  when  they  can  perhaps  obtain  partial 
substitutes.  But  there  are  no  substitutes,  procurable  at 
that  season,  which  serve  in  any  great  degree  to  replace 
bread-corn  as  the  chief  article  of  food :  if  there  were,  its 
price  would  fall  in  the  spring,  instead  of  continuing,  as  it 
always  does,  to  rise  till  the  approach  of  harvest. 

Tliere  is  an  opposition  of  immediate  interest,  at  the 
moment  of  sale,  between  the  dealer  in  corn  and  the  con- 
sumer, as  there  always  is  between  the  seller  and  the  bnyer : 
and  a  time  of  dearth  being  that  in  which  the  specnlator 
makes  his  largest  profits,  he  is  an  object  of  dislike  and  jeal- 
ousy at  that  time,  to  those  who  are  suffering  while  he  is 
gaining.  It  is  an  error,  however,  to  suppose  tliat  the  corn- 
dealer's  business  affords  hira  any  extraordinary  profit :  he 
makes  liis  gains  not  constantly,  but  at  particular  times,  and 
they  must  therefore  occasionally  be  great,  but  the  chances 
of  profit  in  a  business  in  whiiik  there  ia  so  much  com- 
petition, cannot  on  the  whole  be  greater  than  in  other 
employments.  A  year  of  searcity,  in  which  great  gains  are 
made  by  corn-dealers,  rarely  comes  to  an  end  without  a 
recoil  which  places  many  of  them  in  the  list  of  b.iukrupts. 
There  have  been   few   more  promising  seasons  for  com- 
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dealers  than  the  jear  1S4T,  and  seUlom  was  there  a  greater 
broak-iip  among  the  speculators  than  in  the  autumn  ot*  that 
year.  The  chances  of  failure,  in  this  most  precarious  trade, 
are  a  set-off  against  great  occasional  profits.  If  the  corn- 
dealer  were  to  sell  his  stores,  during  a  dearth,  at  a  lower 
price  than  that  which  the  competition  of  the  consumers 
assigns  to  him,  he  would  make  a  sacrifice,  to  chanty  or 
pliilauthropy,  of  the  fair  pi'ofitsj  of  Iiis  employment,  which 
may  be  quite  as  reasonably  required  from  any  other  person 
of  equal  iiieaus.  His  business  being  a  useful  one,  it  is  the 
interest  of  the  public  that  the  ordinary  motives  should  exist 
for  carrying  it  on,  and  that  neither  law  nor  opinion  should 
prevent  an  operation  beneficial  to  the  public  from  being 
attended  with  as  much  private  advantage  as  is  compatible 
with  full  and  free  competition. 

It  appears,  then,  that  the  fluctuations  of  values  and 
prices  arising  from  variations  of  supply,  or  from  alterations 
in  real  (afi  distinguished  fj-om  speculative)  demand,  may  be 
expected  to  become  more  moderate  as  society  advances. 
With  regai*d  to  those  which  ai'ise  from  miscalculation,  and 
especially  from  the  alternations  of  undue  expansion  and 
excessive  eontractiojx  of  credit,  which  occupy  so  coiiBpienous 
a  place  among  commercial  phenomena,  the  same  thing  can- 
not be  affirmed  with  equal  confidence.  Such  vicissitudes, 
beginning  with  irrational  speculation  and  ending  with  a  com- 
mercial criHis,  have  not  hitherto  become  either  less  frequent 
or  less  violent  with  the  growth  of  capital  and  extension  of 
industry.  Rather  they  may  be  said  to  have  become  more 
so :  in  conaequence,  as  is  often  said,  of  increased  com- 
petition ;  but,  as  I  prefer  to  say,  of  a  low  rate  of  profits 
and  interest,  which  malces  capitalists  dissatisfied  with  the 
ordinary  course  of  safe  mercantile  gains.  The  connexion 
of  this  low  rate  of  profit  with  the  advance  of  population 
and  accumulation,  is  one  of  the  points  to  be  illustrated  in 
the  ensuing  chapters. 
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IKFLtZNCE  OF  THE  PROGRESS  OF  IXDUSTRT  AND  POPULATION, 
ON  RENTS,  PROFITS,  AND  WAGES. 

1.  CoNTiNCiNG  the  inquiry  into  the  nature  of  the 
economical  changes  taking  place  in  a  society  which  is  in  a 
Btate  of  industrial  progress,  we  sliall  next  consider  what  is 
the  effect  of  that  progress  on  the  distribution  of  the  produce 
among  the  various  classes  who  share  in  it.  "We  may  eontine 
our  attention  to  the  system  of  distribution  wliich  is  tlie  most 
complex,  and  which  ^^rtnally  includes  all  others^tlmt  in 
which  the  produce  of  niannfactui-es  is  shared  between  two 
classes^  labourers  and  capitalists,  and  the  produce  of  agri- 
culture among  three^  labourers,  capitalists,  and  landlords. 

Tlie  characteristic  features  of  what  is  commonly  meant 
by  industrial  progress,  resolve  themselves  mainly  into  three, 
increase  of  capital,  increase  of  population,  and  iiupnivements 
in  production ;  understanding  the  last  expression  in  its 
widest  sense,  to  include  the  process  of  procuring  com- 
modities from  a  distance,  as  well  as  that  of  producing 
them.  Tlie  other  changes  which  take  jdace  are  chiefly 
consequences  of  these ;  as,  for  exam]>le,  the  tendency  to  a 
progi'essive  increase  of  the  cost  of  production  of  food ; 
arising  from  an  increased  demand,  whi<th  may  be  occasioned 
either  by  increased  population,  or  by  an  increase  of  capital 
and  wages,  enabling  the  poorer  classes  to  increase  their 
consumption.  It  will  be  convenient  to  set  ont  by  con- 
Mering-  each  of  tlie  three  causes,  as  operating  separately ; 
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aftor  wLieli  we  caii  enppo&e  tliem  combined  in  any  manner 
we  tliink  fit. 

Let  us  first  snjipose  tliat  iX)pTilatioti  iucreafies,  capital 
and  the  arts  of  pi-odnction  remaining  stationary.  One  of 
the  effects  of  this  change  of  circumstances  is  eufBciently 
obvious:  wages  will  fall;  the  labouring  clase  will  he  reduced 
to  an  inferior  condition.  The  state  of  the  capitalist,  on 
the  contrarVj  will  be  improved.  With  the  same  capital,  he 

I  can  pm-chase  more  labourj  and  obtam  more  produce.  His 
rate  of  profit  is  increased.  The  dependence  of  the  rate  of 
profits  on   the  cost  of   labour   is  here   verified ;    for  the 

■  labourer  obtaining  a  diminished  quantity  of  commodities, 
and  no  alteration  being  siippoeed  in  tht^  circnnistanees  of 
their  production,  the  diminished  quantity  represents  a 
diminished  ami.  Tlie  labourer  obtains  not  only  a  smaller 
real  reward,  but  the  product  of  a  smaller  quantity  of  labour. 
The  fii*st  circumstance  is  the  important  one  to  bimself,  the 
last  to  his  employer. 

Nothing  has  occurred,  thus  far,  to  affect  in  any  way  the 
value  of  any  commodity  ;  and  no  reason,  therefore,  has  yet 
shown  itself,  why  rent  should  be  either  raised  or  lowered. 
Bnt  if  we  look  for^vard  another  stage  in  the  series  of  effects, 
we  may  see  our  way  to  sucli  a  consequence.  The  labourers 
have  increased  in  numbers:  their  condition  is  reduced  in 
the  eame  proportion  ;  the  increased  numbers  divide  among 
them  only  the  proiluce  of  the  same  amount  of  labour  as 
before.  But  they  may  economize  in  their  other  comforts, 
and  not  in  their  food  :  each  may  consume  as  much  food, 
and  of  as  costly  a  quality,  as  previously ;  or  they  may 
submit  to  a  redaction,  but  not  in  proportion  to  the  in- 
crease of  numbers.  On  this  supposition,  notwithstanding 
the  diminution  of  real  wages,  the  increased  population  will 
require  an  increased  quantity  of  food.  But  since  iiidusiTial 
skill  and  knowledge  are  supposed  to  be  stationary,  more 
food  can  only  be  obtained  by  resorting  to  worse  land,  or  to 
methods  of  euUivatioii  which  are  less  productive  in  piYjpor- 

il  for  tliis  cxtcnsiou  of 
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will  not  be  wanting ;  for  thoogh,  by  hrpothesis,  no  addition 
takes  place  to  the  capital  in  existence,  a  sufficient  amount 
can  be  spared  from  the  industry  which  previously  supplied 
the  other  and  lutas  prcitsing  wants  which  the  labourers  have 
been  obliged  to  curtail.  The  additional  supply  of  food, 
therefore,  will  be  produced,  but  produced  at  a  greater  coj^t ; 
and  the  excliange  value  of  agricaltnral  produce  must  rise. 
It  may  be  objected,  that  profits  having  risen,  the  extra  cost 
of  producing  food  can  be  defrayed  ti*om  profile,  without  any 
increase  of  prire.  It  could,  undoubte*lly,  but  it  will  not : 
because  if  it  did,  the  agriculturist  would  be  placed  in  an 
infurior  position  to  other  cajjitalists.  Tlie  increase  of 
profits,  being  the  effect  of  diminished  wages,  is  common  to 
all  employers  of  labour.  TJie  increased  expenses  arising 
from  the  necessity  of  a  more  costly  cultivation,  affect  the 
agriculturist  alone.  For  this  peculiar  burthen  he  must  be 
peculiarly  compensated,  whether  the  general  rate  of  profit  be 
liigli  or  low.  He  will  not  submit  indefinitely  to  a  deduction 
from  his  profits,  to  which  other  capitalists  are  not  subject. 
lie  will  not  extend  Iiie  cultivation  by  laying  out  fresh 
capital,  unless  for  a  return  sufficient  to  yield  him  as  high  a 
profit  as  could  be  obtained  by  the  same  capital  in  other 
investments.  The  value,  therefore,  of  his  commodity  will 
rise,  and  rise  in  proportion  to  the  increased  cost.  The  far- 
mer will  thus  be  indemnified  for  the  burthen  which  is 
pet^uiiar  to  himself,  and  will  also  enjoy  the  augmented  rate 
of  profit  which  is  common  to  all  capitalists. 

It  follows,  from  principles  witli  which  we  are  already 
familiar,  that  in  these  circumstances  rent  will  rise.  Any 
land  can  afford  to  pay,  and  under  free  competition  will  pay, 
a  rent  equal  to  the  excess  of  its  produce  above  the  return  to 
an  equal  capital  on  the  worst  land,  or  under  the  least  fa- 
vourable conditions.  Wheneverj  therefore,  agriculture  is 
driven  fo  descend  to  worse  land,  or  more  onerous  proces?es, 
rent  rises.  Its  rise  will  be  twofold,  for,  in  the  first  plac^e, 
rent  in  kind,  or  com  rent,  will  rise ;  and  in  the  second, 
Mj'nee  the  va/ue  of  agricultni'al  produce  has  also  risen,  rent, 
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estimated  in  manufactured  or  foreign  commodities  (wltich  is 
represented  ccEtens  paribus  by  money  rent),  will  rise  still 
mure. 

The  BtepB  of  the  process  (if,  after  what  has  been  foimerly 
said,  it  is  ueceseary  to  retruce  them)  are  as  follows.  Com 
rises  in  price,  to  repay  with  the  ordinary  profit  the  capital 
required  for  producinj^  additional  corn  i>n  worse  laud  or  by 
more  costly  processes.  So  far  as  regards  this  additional 
com,  the  increased  price  is  but  an  equivalent  for  the  ad- 
ditional ex]>ense  ;  but  the  rise,  extending  to  all  corn,  affords 
on  all,  except  the  last  produced,  an  extra  profit.  If  tlie  far- 
mer was  accustomed  to  produce  100  quarters  of  wlieat  at 
40«.,  and  120  qnarters  are  now  required,  of  wliii:h  the  last 
twenty  cannot  be  prwluced  under  455.,  be  obtains  the  extra 
five  sliillings  on  the  entire  120  quartcis,  and  not  on  tlie  last 
twenty  alone.  He  has  thus  an  extra  25/.  beyond  the 
oriHnary  profits,  and  this,  in  a  state  of  free  comj>ctition,  lio 
will  not  be  able  to  retain.  lie  cannot  however  be  com- 
pelled to  give  it  up  to  the  consumer,  since  a  less  price  than 
45*.  would  be  iucousiBtent  with  the  jiroductioa  of  the  last 
twenty  quarters.  The  price,  then,  will  remain  at  45«.,  and 
the  25?.  will  be  transferred  by  competition  not  to  tlie  con- 
sumer but  to  the  landlord.  A  rise  of  rent  is  therefore 
inevitably  consequent  on  an  Increased  dcmaiul  for  agricnl- 
tural  produce,  when  unaccompanied  by  increased  facilities 
for  its  production.  A  triitb  which,  atVer  this  fiujd  illus- 
tration, we  may  henceforth  talce  for  jfi'anted. 

The  new  element  now  introduced — an  increased  demand 
for  food — besides  occasJoninf;;  au  increase  of  rent,  still  fur- 
ther disturbs  the  distribution  of  tlie  produce  between 
capitalists  and  labourers.  The  increase  of  popnlntion  will 
have  diminished  the  reward  of  bibour  :  and  if  its  cost  is 
diminished  as  greatly  as  its  real  remuneration,  profits  will 
be  increased  by  the  full  amount.  If,  however,  the  incrciise 
of  pupulation  leads  to  an  increased  production  of  food, 
which  cannot  be  8np])li('<l  but  at  an  enhanced  cost  of  pro- 
duction, tlje  cost  of  labour  will  not  be  so  much  diminished 
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as  tlie  real  reward  of  it,  and  profits,  therefore,  will  uot  beso 
iimcli  raised.  It  ie  even  possible  that  thev  might  not  be 
raised  at  all.  The  labourers  va&y  previoufely  have  been  go 
■well  provided  for,  that  the  whole  of  what  they  now  toee 
may  be  atnicli  off  from  their  other  indulgences,  and  thev 
may  not,  either  by  neeefesity  or  choice,  underj^o  any  re- 
duction in  the  quantity  or  quality  of  their  foot!.  To  pro- 
duce the  food  for  the  increased  number  may  be  attended 
with  smli  an  increase  of  expense,  that  wages,  though  reduced 
in  quantity,  may  represent  as  great  a  coat,  may  be  the  prod- 
uct of  as  much  lalxmr,  as  before,  and  the  capitaliet  may 
not  be  at  all  benctitcd.  On  this  supposition  the  lo^  to  tht± 
labourer  is  partly  absorbcci  in  the  additional  labour  required 
for  producing  the  last  instalment  of  agricultural  produce; 
and  the  remainder  is  gained  by  the  landlord,  the  only  sharer 
who  always  benefits  by  an  increase  of  j>opulation. 


§  2.  Let  lis  now  reverse  onr  hy])othcBi8,  and,  instead 
of  supposing  capital  statiomiry  and  jiomilation  advancing, 
let  ns  suppose  capital  advancing  and  population  stationmy; 
the  facilitiea  of  production,  both  iiatinal  and  acquired, 
being,  as  !)efore,  unaltered.  Tlie  real  wages  of  labour, 
instead  of  falling,  will  now  rise ;  and  since  the  cost  of  pro* 
dnction  of  the  things  consumed  by  the  biboui-er  is  not  dimin- 
ished, this  ride  of  wages  implies  an  eqiiivaleut  increase  of 
the  cost  of  labour,  and  diminution  of  prolits.  To  state  the 
same  deduction  in  other  terms;  the  laliourere  not  being 
more  numerous,  and  the  productive  power  of  their  labour 
being  only  the  same  as  before,  tliei-o  is  no  increase  of  the 
produce;  the  increase  of  wages,  therefore,  miipt  be  at  the 
charge  of  the  capitalists.  It  is  not  impossible  that  the  cost 
of  labour  might  be  increased  in  even  a  greater  ratio  than  its 
real  remuneration.  The  improved  eonditiun  of  the  labourei*s 
may  increase  the  demand  for  food.  Tlie  labourers  may 
have  been  so  ill  off  before,  as  not  to  have  food  enough  ;  and 
may  now  consume  more :  or  they  may  choose  to  expend 
their   increaiied   means  partly  or  wliolly  in   n  more  costly 
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quality  of  food,  requiriBg  more  labour  and  more  land ; 
wheat,  for  example,  instead  of  oats  or  j)Otatocs.  This  ex- 
tension of  agriculture  implies,  as  usual,  a  greater  cost  of 
production  and  a  Uiglier  prioe,  so  that  besides  the  increase 
of  the  cost  of  labour  arising  trom  the  increase  of  its  reward, 
there  will  be  a  ftirther  inereat^  (and  an  additional  fall  of 
profits)  from  the  increased  coetlinees  of  the  commodities  of 
which  that  reward  consists.  The  same  causes  will  produce 
a  rise  of  rent.  What  tlie  capitalists  lose,  above  what  the 
labourers  gain,  is  partly  transferred  to  the  landlord^  and 
partly  swallowed  up  in  the  cost  of  growing  food  on  worse 
land  or  by  a  lese  productive  process. 

§  3.  Having  disposed  of  the  two  simple  cases,  an  in- 
creasing population  and  stationary  capital,  and  an  increasing 
capital  and  stationary  population,  we  are  pre]>ared  to  take 
into  consideration  the  mixed  case,  in  which  the  two  elements 
of  expansion  are  combined,  both  population  and  capital  in- 
creasing. If  either  element  increases  fatter  than  the  other, 
the  case  is  so  far  assimilated  with  one  or  other  of  the  two 
preceding :  we  shall  suppose  them,  therefore,  to  increase 
with  equal  rapidity ;  the  test  of  equality  being,  that  each 
labourer  obtains  the  same  commodities  iis  before,  and  the 
same  quantity  of  those  commodities.  Let  us  examine  what 
will  be  the  effect,  on  rent  and  profits,  of  this  double  prog- 
ress. 

Population  having  increased,  without  any  falling  off  in 
the  labourer's  coinlition,  there  is  of  course  a  demond  for 
more  food.  Tlie  arts  of  production  being  supposed  statitMi- 
ary,  this  food  must  be  produced  at  an  increased  cost.  To 
compensate  for  this  greater  cost  of  the  additional  food,  tlie 
price  of  agricultural  produce  must  rise.  The  rise  extending 
OVOT  the  whole  amount  of  food  produced,  though  the  in- 
creased expenses  only  apply  to  a  part,  there  is  a  greatly 
increased  extra  profit,  which,  by  competition,  is  transfcrretl 
to  the  landlord.  Rent  will  rise,  both  in  quantity  of  produce 
and  in  cost;  while  wages,  being  supposed  to  be  the  same 


296 


BOOK  IT.     CHAPTER  IH. 


in  quantity,  will  be  greater  in  cost.  The  labonrer  obtaining 
tlie  same  amount  of  necessariea,  money  wages  have  risen  ; 
and  as  tbe  rise  is  common  to  all  branches  of  production,  the 
capitalist  cannot  imleinnify  himself  by  chauging  his  em- 
ployment, aiitl  the  loss  must  be  honie  by  profits. 

It  appears,  then,  that  the  tendency  of  an  increase  of 
capital  and  population  is  to  add  to  rent  at  the  expense  of 
profits ;  though  rent  does  not  gain  all  that  profits  lose,  a 
part  being  absorbed  in  increased  expenses  of  production,  that 
is,  in  hiring  or  feediug  a  greater  number  of  labourers  to  obtain 
a  given  amount  of  agricultural  produce.  By  profits,  must 
of  course  be  understood  the  rate  of  profit ;  for  a  lower  rate 
of  profit  on  a  larger  capital  may  yield  a  larger  gross  jirofit, 
considered  absolutely,  though  a  smaller  in  proportion  to  the 
entire  produce. 

This  tendency  of  profits  to  fall,  is  from  time  to  time 
counteracted  by  improvements  in  production  ;  whether  aris- 
ing from  increase  of  knowledge,  or  from  an  increased  use 
of  tilt;  knowledge  already  possessed.  This  is  the  tliird  of 
the  three  elements,  the  effects  of  which  on  the  distribution 
of  the  produce  we  undertook  to  investigate  ;  and  the  inves- 
tigation will  be  facilitated  by  supposing,  as  in  the  case  of 
the  other  two  elementSj  that  it  operates,  in  the  first  in- 
stance, alone. 


§  4.  Let  us  then  suppose  capital  and  population  sta- 
tionary, and  a  sudden  improvement  made  in  the  arts  of 
production  ;  by  the  invention  of  more  efBcient  machines,  or 
less  costly  processes,  or  by  obtaining  access  to  cheaper  com- 
modities through  foreign  trade. 

The  improvement  may  either  lie  in  some  of  the  necessa- 
ries or  indulgences  whieli  enter  into  tlie  habitual  consump- 
tion of  the  labouring  class  ;  or  it  may  be  applicable  only  to 
luxuries  consumed  exclusively  liy  ricber  people.  Very  few, 
however,  of  tlie  great  indnstrial  improvements  are  alto- 
gether of  this  last  description.  Agricultm-al  Improvements, 
except  such  as  specially  relate  to  some  of  the  rarer  and 
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more  pecnliar  products,  act  directly  upon  tlie  principal  ob- 
jects of  the  labourer's  expenditure.  Tlie  steam-engine, 
and  every  otber  invention  wliicli  nffoi'ds  a  manageable 
power,  are  applii:abk"!  to  all  tliingts,  and  of*  course  to  those 
consumtid  by  the  labourer.  Even  tlie  power-loom  and  the 
spiuning-jenny,  though  applied  to  the  most  delicate  fabrics, 
are  available  no  less  tor  the  coarse  cottons  and  woollens 
worn  by  the  labouring  class.  All  impi^oveiucnte  in  locouiotion 
cheapen  the  trans[iot't  of  necessancs  as  well  as  of  luxuries. 
Seldom  is  a  new  branch  of  trade  opened,  without,  cither 
directly  or  in  some  indirect  way,  causing  some  of  the  articles 
which  the  mass  of  the  people  cousuuu:  to  be  either  pro- 
duced or  inij>orted  at  eniallor  cost.  It  may  safely  be  atlirra- 
ed,  therefore,  that  improvements  in  production  generally 
tend  to  cheapen  the  ootuniodities  on  which  the  wages  of  the 
laboring  class  arc  expended. 

In  so  far  as  t!ie  commodities  affected  by  an  improve- 
ment are  those  which  the  labourers  generally  do  not  con- 
Biime,  the  improvement  has  no  etiect  in  altering  the  distri- 
bution of  the  produce.  Those  particular  commodities,  in- 
deed, arc  cheapened  ;  being  prod  need  at  less  cost,  the)'  fall 
in  value  and  in  price,  and  nil  who  consume  them,  whether 
landlords,  capitalists,  or  skilled  and  privileged  labourers, 
obtain  increased  means  of  enjoyment.  Tlie  rate  of  profits, 
however,  is  not  raised.  There  is  a  larger  gross  profit,  reck- 
oned in  quantity  of  coinmodlties.  But  the  capital  also,  it' 
estimated  in  those  commodities,  has  risen  in  value.  Tho 
profit  i*  the  same  percentage  on  the  capital  that  it  was  be- 
fore. The  capitalists  are  not  benefited  as  capitalietSj  but  as 
consumers.  The  landlords  and  the  privileged  classes  of 
labourers,  if  they  are  consumers  of  the  same  commodities, 
share  the  same  benefit. 

The  case  is  different  with  improvements  which  diminish 
the  cost  of  prodmition  of  the  necessaries  of  life,  or  of  com- 
modities which  enter  habitually  into  the  consumption  of 
the  great  mass  of  labourers.  Tlie  play  of  the  different  forces 
beijig  here  rather  complex,  it  is  necessary  to  analyze  it  with 
fO'nc  niinutene?  ■, 
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As  formerly  ob&erved,*  there  are  two  kinds  of  agincul 
tnrnl  improvements.  Some  consist  in  a  mere  saving  of 
labour,  and  enable  a  given  quantity  of  food  to  be  produced 
M  less  cost,  but  not  on  a  smaller  snrface  of  land  than  be- 
fore. Others  enable  a  given  extent  of  land  to  yield  not 
only  the  same  prodnce  with  less  labour,  liut  a  greater  prod- 
uce; so  tliat  if  no  greater  produce  is  required,  a  part  of 
the  land  already  under  culture  may  be  dispensed  with.  As 
tiie  part  rejected  will  he  the  least  productive  portion,  the 
market  will  thenceforth  be  regulated  by  a  better  descnption 
of  laud  than  what  was  previously  the  worst  under  cultiva- 
tion. 

To  place  the  effect  of  the  improvement  in  a  clear 
light,  we  must  suppose  it  to  take  place  suddenly,  so  ae>  to 
leave  no  time  during  its  introduction,  for  any  increase  of 
capital  or  of  population.  Its  fii*8t  effect  wQl  be  a  fall  of  the 
value  and  price  of  agricultural  produce.  This  is  a  necessarj' 
consequence  of  either  kind  of  improvement,  but  especially 
of  the  last. 

An  improvement  of  the  first  kind,  not  increasing  the 
produce,  does  not  dispense  with  any  portion  of  the  land  ;  the 
margin  of  cultivation  (as  Dr.  Chalmers  terras  it)  remains 
where  it  was  ;  agriculture  does  not  recede,  either  in  extent 
of  cultivated  laud,  or  in  elaborateness  of  methods  :  and  the 
price  continues  to  be  regulated  by  the  same  land,  and  by 
the  same  capital,  as  before.  But  since  that  land  or  cajiit^l, 
and  all  other  laud  or  capital  which  produces  food,  now 
yields  its  produce  at  smaller  cost,  the  price  of  food  will  fall 
proportionally.  If  one-tenth  of  the  expense  of  production 
has  been  saved,  the  price  of  produce  will  fall  one-tenth. 

But  suppose  the  improvement  to  be  of  the  second  kind  ; 
enabling  the  land  to  produce,  not  only  the  same  corn  with 
one-tenth  less  labour,  bnt  a  tenth  more  corn  witli  the  same 
labour.  Here  the  effect  is  still  more  decided.  Cultivation 
can  itow  be  contracted,  and  the  market  supplied  from  a 
smaller  quantity  of  land.     Even  if  this  smaller  surface  of 
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land  were  of  the  same  average  quality  as  the  larger  surface, 
the  price  would  fall  one-tenth,  because  the  same  produce 
would  be  obtained  with  a  tenth  less  labour.  But  fiiiice  the 
portion  of  land  abandoned  will  be  tlic  lea:f«t  fertile  portion, 
the  price  of  produce  wilt  thenceforth  be  regulated  by  a  bet- 
ter quality  of  land  than  before.  Tn  addition,  therefore,  to 
the  original  diminution  of  one-tenth  in  the  co«t  of  produc- 
tion, there  will  be  a  fiirther  diminution,  corresponding  with 
the  recession  of  the  *' margin''  of  agriculture  to  land  of 
greater  fertility.     There  will  thus  be  a  twofold  fall  of  price. 

Let  us  now  examine  tlie  effect  of  the  improvements,  thus 
suddenly  made,  and  the  division  of  the  produce ;  and  in  the 
first  place,  on  rent.  By  the  former  of  the  two  kinds  of  im- 
provement, rent  would  be  diminished.  By  the  second,  it 
would  be  diminished  still  more. 

Suppose  that  the  demand  for  food  requires  the  cnltiva- 
tion  of  three  qualities  of  land,  yielding,  on  an  equal  surface, 
and  at  an  equal  expense,  100,  80,  and  60  bushels  of  wheat. 
The  price  of  wheat  will,  on  the  average,  be  just  sufficient  to 
enable  the  third  quality  to  be  cultivated  with  the  ordinary 
profit.  Tlie  first  quality  therefore  will  yield  forty  and  the 
second  twenty  bushels  of  extra  pnDfit,  constituting  the  rent 
of  the  landlord.  And  iirst,  let  an  Improvement  be  made, 
which,  without  enabling  more  com  to  be  grown,  enables 
the  same  corti  to  be  grown  with  one-fourth  less  labour. 
The  price  of  wheat  will  fall  one-fourth,  and  80  bushels  will 
be  sold  for  the  price  for  which  60  were  sold  before.  But 
the  produce  of  the  land  which  produces  60  bushels  is  still 
required,  and  the  expenses  being  as  much  redu(*ed  as  the 
price,  that  land  can  still  be  cultivated  witb  the  oi-dinary 
profit.  The  first  and  second  qualities  will  therefore  con- 
tinue to  yield  a  surplus  of  40  and  20  bushels,  and  corn  rent 
will  remain  the  same  as  before.  But  com  having  fallen  in 
price  one-fourth,  the  same  corn  rent  is  equivalent  to  a 
fonrth  less  of  moni'V  and  of  all  other  commodities.  So 
far,  therefore,  as  the  landlord  expends  his  income  in 
manufactured  or  foreign   products^  he  is  oue-fourtb  worsa 
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off  than  before.  Hie  income  as  landlord  is  ivdoced 
tliree-qnarters  of  iu  amount :  it  is  only  as  a  consumer 
com  that  be  13  as  well  6ft. 

If  the  improvement  is  of  the  other  kind,  rent  will  fall 
in  a  BtiH  greater  ratio.  Suppose  that  the  aroonnt  of  prod- 
uce which  the  market  requires,  can  be  grown  not  only 
with  a  fourth  Icfifi  laboor,  but  on  a  fourth  less  laud.  If  all 
the  land  already  in  cnltivatiuu  continued  to  be  cultivated^ 
it  would  yield  a  produce  much  larger  than  nece»ary. 
Land,  equivalent  to  a  fourtli  of  the  produce,  must  now  be 
abandoned ;  and  as  the  third  quality  yielded  exactly  one- 
fourth,  (being  60  out  of  240,)  that  quality  will  go  out  of 
cultivation.  The  210  bushela  can  now  be  grown  on  land 
of  the  first  and  eecoiid  qualities  only ;  being,  on  the  first, 
100  baabela  plus  one-tliird,  or  133^  bnshels;  on  the  second^ 
80  busliels  plus  one-third,  or  lOtJj  bushels;  t<^ther  240. 
Tlie  second  quality  of  land,  instead  of  the  tJiii-d,  is  now  the 
lowest,  and  regulates  the  price.  Inst^^ad  of  60,  it  is  suffi- 
cient if  106J  bushels  repay  the  capital  with  the  ordinary 
profit.  The  price  of  wheat  will  consequently  fall,  not  in 
the  ratio  of  60  to  80,  as  in  the  other  case,  but  in  the  ratio 
of  60  to  106i.  Even  this  gives  an  insufficient  idea  of  tlie 
degree  iu  which  rent  will  be  affected.  The  whole  produce 
of  the  second  quality  of  land  will  now  be  required  to  repay 
the  exjteimes  of  production.  That  land,  being  the  worst  in 
cultivation,  will  pay  no  rent  And  the  first  quality  will 
only  yield  the  difference  between  133J  bushels  and  lOOf, 
being  26|  busliele  instead  of  40.  Tlie  landlords  collectively 
will  have  lost  33^  out  of  60  bushels  in  com  rent  alone, 
while  the  value  and  price  of  what  is  left  will  have  been 
diminislied  in  tlia  ratio  of  60  to  106J. 

It  thus  apiieai-s,  that  the  interest  of  the  landlord  ia  de- 
cidedly hostile  to  the  sudden  and  general  introduction  of 
agricultural  improvcmcntB.  This  assertion  has  been  called 
H  piiradox,  and  iiiado  a  ground  for  aocuning  iJs  first  jvronml- 
gator,  Ricardo,  of  great  intellectual  pervereenese,  to  say 
nothing  worse.    I  cannot  discern  iu  what  the  paradox  con- 
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fiists ;  and  the  ohliquity  of  viaion  seems  to  me  to  be  on  the 
side  of  his  assailantB.  The  opinion  is  only  made  to  appear 
absurd  bj  stating  it  unfairly.  If  the  flseertion  were  that  a 
landlord  is  injured  by  the  improvement  of  his  estate,  it 
would  cei-tainly  be  inilefenaible ;  but  what  is  asserted  is, 
that  he  is  injured  by  the  improvement  of  the  estates  of 
otlier  people,  although  his  own  is  included.  Nobody 
doubts  that  he  would  gain  greatly  by  the  improvement  if 
he  could  keep  it  to  himself,  and  unite  the  benefits,  of  an 
increased  produce  from  his  land,  and  a  price  as  high  as 
before.  But  if  the  increase  of  produce  took  place  simul- 
taneously on  all  lands,  the  piice  would  not  be  as  high  as 
before ;  and  there  is  nothing  unreasonable  in  sujiposing 
that  the  hiudlords  would  be,  not  benefited,  but  injured.  It 
is  admitted  that  whatever  permanently  reduces  the  price 
of  produce  diminishes  rent :  and  it  is  quite  in  accordance 
with  common  notions  to  suppose  that  if,  by  the  increased 
productiveness  of  land,  less  land  were  required  for  cultiva- 
tion, its  value,  like  that  of  any  other  article  for  which  the 
demand  bad  diminisbed,  woidd  fall. 

I  am  quite  willing  to  admit  that  rents  have  not  really 
been  lowered  by  the  progress  of  agricultural  improvements  ; 
but  why  ?  Because  improvement  has  never  in  reality  been 
sudden,  but  always  slow ;  at  no  time  raueh  outstrip]iing, 
and  often  falKng  far  short  of,  the  growth  of  capital  and  popu- 
lation, which  tends  as  much  to  raise  rent,  as  the  other  to 
lower  it,  and  which  is  enabled,  as  we  shall  presently  see,  to 
raise  it  much  higher  by  means  of  the  additional  margin 
afforded  by  improvements  in  agriculture.  First,  however, 
we  must  examine  in  what  manner  the  sudden  cbeapcning 
of  agricultural  produce  would  affect  profits  and  wages. 

In  the  beginning,  money  wages  would  probably  remain 
the  same  as  before,  and  the  labourers  would  have  the  full 
benefit  of  the  cheapness.  They  would  be  enabled  to  in- 
crease their  consumption  either  of  food  or  of  otlier  articles, 
and  would  receive  tbc  same  cost,  and  a  greater  quantity.  So 
long  as  this  was  the  case,  profits  would  be  unaffected.    But 
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tlie  permanent  remuneration  of  the  laboui'ers  essentially  de- 
pends on  wliat  we  have  called  tlieir  habitual  standard  ;  the 
extent  of  the  retiuiruraentb  which,  as  a  class,  they  insist  on 
satisfying  before  tlicy  choose  to  have  cliildren.  If  their 
tastes  and  requirements  receive  a  durable  impress  from  the 
sudden  improveruent  in  tljeir  condition,  the  henefit  to  the 
class  will  be  permanent.  But  the  same  cause  which  enables 
them  to  pureliase  greater  comforts  and  indulgences  with  the 
Baiiie  wagtiri,  would  enable  them  to  purchase  the  same 
amount  of  comforts  and  indulgences  with  lower  wages; 
and  a  greater  population  may  now  exist,  without  reducing 
the  labourers  below  t!ie  condition  to  which  tlicy  are  accna- 
tomed.  Hitherto  this  and  no  other  has  been  the  use  which 
the  labourers  have  comnioidy  made  of  any  increase  of  their 
means  of  living  ;  they  have  treated  it  simply  as  con\'ertihle 
into  food  for  a  greater  number  of  children.  It  is  i]T<jhable, 
therefore,  that  population  would  be  stimulated,  and  that 
after  the  lapse  of  a  generation  the  real  wages  of  labour 
would  be  no  higher  than  before  the  improvement :  the  re- 
duction being  partly  brought  about  by  a  fall  of  money  wages, 
and  partly  through  the  price  of  food,  the  cost  of  M'hich,  from 
the  demand  occasioned  by  the  increase  of  population,  would 
be  again  increased.  To  the  extent  to  wliich  money  wages 
fell,  profits  would  rise;  the  capitalist  obtaining  a  greater 
quantity  of  equally  efficient  labour  by  the  same  outlay  of 
capital,  "Wc  tlms  see  tliat  a  diminution  of  the  cost  of  liv- 
ing, whether  arising  from  agricultural  improvements  or 
from  the  importation  of  foreign  produce,  if  the  habita  and 
requirements  of  the  labourers  are  not  raised,  usually  lowers 
money  wages  and  rent,  and  raises  tlie  general  rate  of  profit 
"Wliat  ifl  true  of  injprovemeuts  which  cheapen  the  pro- 
duction of  food,  is  true  also  of  the  substitution  of  a  cheaper 
for  a  more  costly  variety  of  it.  The  same  land  yields  to 
the  same  labour  a  much  greater  quantity  of  hunum  nutri- 
ment in  the  form  of  maize  or  potatoes,  than  in  the  tbiTn  of 
wheat.  If  the  labourers  were  to  give  up  bread,  and  feed 
on/j^  on  those  cheaper  products,  taking  as  their  compcDsa- 
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tion  not  a  greater  qnantity  of  other  confcuiimble  coniiuodi- 
tiea,  but  earlier  injitTiages  nnd  larger  families,  the  cost  of 
labour  would  be  uiiieli  diminished,  and  if  labour  continued 
etjually  eflicieiit,  profits  would  rise ;  while  rt-nt  would  be 
much  lowered,  since  food  for  the  whole  population  could 
be  raised  on  half  or  a  third  port  of  the  land  now  rowu  wilh 
corn.  At  the  same  time,  it  being  evidt^nt  that  land  too 
barren  to  be  eultivated  for  wheat  might  be  niado  in  caw;  of 
necessity  to  yield  potatoes  sufficient  to  sui>port  the  little 
labour  necessary  for  producing  thera,  cultivation  tui^ht 
ultimately  descend  lower,  and  rent  eventually  nse  higher, 
on  a  potato  or  maize  system,  than  on  a  corn  system  ;  be- 
cause the  land  would  be  capable  of  feeding  a  much  larger 
population  before  reaching  the  limit  of  its  powers. 

If  the  improvement,  wliich  we  BUp]5oee  to  take  place,  is 
not  in  the  production  of  food,  but  of  some  manufactured 
article  consumed  by  the  labtniring  class,  the  efl'^ct  on  wages 
and  pi*ofits  will  at  first  be  the  same ;  but  the  effect  on  rent 
very  different.  It  will  not  be  lowered  ;  it  will  even,  if  the 
ultimate  effect  of  the  improvement  is  an  increase  of  popula- 
tion, be  raised :  in  which  last  case  profits  will  be  lowered. 
The  reasons  are  too  evident  to  requu*e  statement. 


§  6.  We  have  considered,  on  the  one  hand,  the  manner 
in  which  the  distribution  of  the  produce  into  rent,  profits, 
and  wages,  is  affected  by  the  ordiniu-y  increase  of  population 
and  capital,  and  on  the  other,  how  it  is  affected  by  improve- 
ments in  production,  and  more  ee]u»cially  in  agriculture 
"We  have  found  that  the  former  cause  lowers  profits,  and 
raises  rent  and  the  cost  of  labour :  while  the  tendency  of 
agricultural  iiiiprovcmcuts  is  to  diminish  rent ;  and  ull 
improvements  which  cheapen  any  article  of  the  labonrer's 
consumptiou,  tend  to  duninisb  the  cost  of  labour  and  to  raise 
profits.  The  tendency  of  each  cause  in  its  separate  state 
being  thus  ascertained,  it  is  easy  to  determine  the  tendency 
of  the  actual  coui'se  of  things,  in  which  the  two  movements 
are  going  on  siuiultaneously,  capital  aud  population  increas- 
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iug  with  tolerable  eteadiness,  while  improvements  in  agri 
culture  are  made  from  time  to  time,  and  the  knowledge  and 
practice  of  improved  methods  become  diffused  graduallj 
through  the  community. 

The  habits  and  requirements  of  the  labouring  claeees 
being  given  (which  detennine  their  real  wages),  rent,  profits, 
and  money  wages  at  any  given  time,  are  the  result  of  tlie 
composition  of  tliese  rival  forces.  If  during  any  period 
agricultural  improvement  advances  faster  than  population, 
rent  and  money  wages  during  that  period  will  tend  down- 
ward, and  profits  upward.  If  population  advances  more 
rapidly  than  agricvdtural  improvement,  either  the  labourers 
will  submit  to  a  reduction  in  the  quantity  or  quality  of 
their  food,  or  if  not,  rent  and  money  wages  will  progres- 
sively rise,  and  profits  will  fall. 

Agricultural  skill  and  knowledge  are  of  slow  growth, 
and  still  slower  dift'usion.  Inventions  and  discoveries,  too, 
oc<*ur  only  occasionally,  while  the  increase  of  population 
and  capital  are  eontinuons  agencies.  It  therefore  seldom 
happens  that  improvement,  even  during  a  short  time,  has 
so  mnch  the  start  of  population  and  capital  as  actuallv  to 
lowor  rent,  or  raise  the  rate  of  profits.  There  arc  many 
countries  in  which  the  growth  of  population  and  capital  are 
not  rapid,  but  in  these  agricultural  improvement  is  less 
active  still.  Population  almost  everywhere  treads  close  on 
the  heels  of  agricultural  improvement,  and  efl:ace8  its  eflfects 
as  fast  as  they  are  produced. 

The  reason  why  agricultural  improvement  seldom  lowers 
rent,  is  that  it  seldom  cheapens  food,  but  only  prevents  it 
from  growing  dealer  ;  and  seldom,  if  ever,  throws  land  out 
of  cultivation,  but  only  enables  worse  and  worse  land  to  be 
taken  in  for  the  supply  of  an  increasing  demand.  What  is 
sometimes  called  the  natural  state  of  a  country  which  is  but 
half  cultivated,  namely  that  the  land  is  highly  productive, 
and  food  obtained  in  great  abundance  by  little  labour,  is 
only  true  of  unoccupied  countries  colonized  by  a  civilized 
people.     In  the  United  States  the  worst  land  in  cultivation 
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is  of  n  high  quality  (except  gomctimes  in  the  immediate 
vicinity  of  markets  or  means  of  conveyance,  where  a  bad 
quality  is  compensated  by  a  jjood  situation) ;  and  even  if  no 
further  improvements  were  made  in  agriculture  or  locomo- 
tion, eultiv^ation  would  have  many  steps  yet  to  descend, 
before  the  increase  of  population  and  capital  would  be 
brought  to  a  stand  ;  but  in  Europe  five  hundred  yeai-8  ago, 
though  so  thinly  peopled  in  comparison  to  the  present 
population,  it  is  probable  tliat  the  worst  land  under  the 
plough  was,  from  the  rude  state  of  agriculture,  cpiite  as 
unproductive  as  the  worst  land  now  cultivated  ;  and  that 
cultivation  had  approached  as  near  to  the  ultimate  limit  of 
profitable  tillage,  in  those  times  as  in  the  present.  What 
fhe  agricultiu*al  improvements  since  made  have  really  done 
is,  by  increasing  the  capacity  of  production  of  land  in 
general,  to  enable  tillage  to  extend  downwards  to  a  much 
worse  natural  quality  of  land  than  the  worst  which  at  that 
time  would  have  admitted  of  cultivation  by  a  capitalist  for 
profit ;  thus  reiidenng  a  much  greater  increase  of  capital 
and  j>opulatIon  possible,  and  removing  always  a  little  and 
a  little  further  ofi^,  the  barrier  which  restrains  them  ;  popu- 
lation meanwhile  always  pressing  so  hard  against  the 
hairier,  that  there  is  never  any  visible  margin  \oi\  for  it  tfj 
seize,  every  inch  of  groiuid  made  vacant  for  it  by  hnprove- 
mcnl  being  at  once  filled  up  by  its  advancing  colunms. 
Agricultural  improvement  may  thus  be  considered  to  be 
not  80  much  a  counterforeo  conflicting  with  increase  of 
population,  as  a  partial  relaxation  of  the  bonds  which  con- 
fine that  increase. 

Tlie  eftects  produced  on  the  division  of  the  produce  by 
an  increase  of  production,  under  the  joint  influence  of  in- 
crease of  population  and  capital  and  improvements  of  agri- 
culture, are  very  different  from  those  deilucetl  from  the 
hypothetical  cases  previously  discussed.  In  particular,  the 
efi'ect  on  rent  is  most  materially  different.  We  remarlced 
that — while  a  great  agricultural  improvement  made  sud- 
denly and  universally  would  iu  the  first  instance  uievitably 
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lower  rent — ench  improvements  enable  rent,  in  the  prog- 
ress of  society,  to  rise  gmdnally  to  a  muck  higlior  limit 
tliaii  it  ooultl  otlierwifie  attain,  tsinee  llicy  cnalile  a  mudi 
lower  quality  of  land  to  be  ultimately  cultivated.  But  in 
the  case  we  are  now  supposing,  which  nearly  corresponds 
to  the  usual  course  of  things,  this  ultimate  effect  becomes 
tlte  iuunediate  effect.  Suppose  cultivation  to  have  reached, 
or  almost  reached,  the  utmost  limit  permitted  by  the  state 
of  the  industrial  arts,  and  leut,  therefore,  to  have  attained 
nearly  the  highest  point  to  which  it  can  be  earrie<l  by  the 
progress  of  population  and  capital^  with  the  existing  amount 
of  skill  and  knowledge.  If  a  great  agricultural  improve- 
ment were  suddenly  introduced,  it  might  throw  back  rent 
for  a  considerable  space,  leaving  it  to  regain  its  lost  ground 
hy  the  progress  of  population  and  capital,  and  afterwards 
to  go  on  turtber.  But,  taking  place,  as  such  improvement 
always  docs,  verj^  gradually,  It  causes  no  retrograde  move- 
ment of  either  rent  or  cultivation  ;  it  merely  enables  the  one 
to  go  on  rising,  and  the  other  extending,  long  after  they 
must  otherwise  have  stopped.  It  would  do  this  even  with- 
out the  necessity  of  resorting  to  a  worse  quality  of  land ; 
simply  by  enabling  the  lands  already  in  cultivation  to  yield 
a  greater  produce,  with  no  increase  of  the  proportional  ooKt. 
If  by  improvements  of  agriculture  all  the  lands  in  cultiva- 
tion could  be  made,  even  with  double  laljour  and  capital, 
to  yield  a  doubJe  produce,  (supposing  that  in  the  meantime 
population  increased  so  as  to  require  this  double  quantity,) 
all  reut^  would  be  doubled. 

To  illustrate  the  point,  let  us  revert  to  tlie  numerical 
example  in  a  former  page.  Three  qualities  of  land  yield 
respectively  100,  80,  and  60  bushels  to  the  same  ontlay  on 
the  same  extent  of  surface.  If  No.  1  cf>uld  be  made  to  yield 
200,  No.  2,  160,  and  No.  3, 120  bushels,  at  only  double  the 
expi^nse,  an<i  therefore  without  any  increase  of  the  cost  of 
production,  aud  if  the  population,  having  doubled,  required 
all  this  increased  quantity,  the  rent  of  No.  1  would  be  80 
bushels  inste&d  of  40,  and  of  No,  2,  40  instead  of  20,  while 
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the  price  and  value  per  bushel  would  be  the  Bame  as  before : 
60  that  corn  rent  and  money  rent  would  both  be  doubled. 
I  need  not  poiut  out  the  difference  between  this  refiult,  and 
what  we  liave  shown  would  take  place  if  there  were  an  im- 
provement in  production  without  the  accompaniment  of  an 
increased  demand  for  food. 

Agricultural  improvement,  then,  i^  always  ultimately, 
and  in  the  manner  in  which,  it  generally  takes  place  aUo 
inimediatclyj  beneficial  to  the  landlord.  "We  may  add,  that 
when  it  takes  place  in  that  mauuer,  it  is  beneficial  to  no  one 
else.  Wheu  the  demand  for  produce  fully  keeps  pace  with 
the  increased  capacity  of  production^  food  is  not  cheapened  ; 
the  labourers  are  not,  even  temporarily,  l)eiiefited  ;  the  cost 
of  labour  is  not  diminished,  nor  profits  raised.  There  is  a 
greater  aggregate  productiou,  a  greater  produce  divided 
among  the  labourers,  and  a  larger  gross  profit ;  but  the 
wages  being  shared  among  a  larger  population,  and  the 
profit  spread  over  a  larger  capital,  no  labourer  is  better  oil, 
nor  does  any  capitalist  derive  from  the  same  amount  of 
capital  a  larger  income. 

The  result  of  tliis  long  investigation  may  be  summed  up 
as  follows.  Tlie  economical  progress  of  a  society  constituted 
of  landlords,  capitalists,  and  labourers,  tends  to  the  pro- 
gressive enrichment  of  the  landlord  class ;  while  the  cost  of 
the  labourer's  subsistence  tends  on  the  whole  to  increase, 
and  profits  to  fall.  AgricultiLral  improvements  are  a  comi- 
teracting  force  to  the  t\vo  last  effects;  but  the  first,  tliough 
a  case  is  conceivable  in  which  it  would  be  temporarily 
checked,  is  ultimately  in  a  high  degi'ee  jiroiuoted  by  those 
improvements ;  and  the  increase  of  population  tends  to 
transfer  all  the  benefits  derived  from  agricultural  improve- 
ment to  the  Uandlords  alone.  What  other  consequences,  in 
addition  to  these,  or  in  modification  of  them,  arise  ft-om  the 
industrial  progress  of  a  society  thus  constituted,  I  shal] 
endeavour  to  show  in  the  succeeding  chapter. 


CHAPTER  IV. 


OF  TEE  TENDEXCY  OF  PROFITS  TO  A   MTNTMUM. 


§  1.  Tbe  tenden(*y  of  profits  to  fall  as  society  advanceB, 
which  has  been  brought  to  notice  in  the  preceding  chapter, 
was  early  recognised  hy  ^vTitcrs  on  indnstry  and  commerce ; 
but  the  lawa  which  govern  profits  not  being  then  understood, 
the  phenomenon  was  ascril>ed  to  a  wrong  cause.  Adam 
Smith  KonBidered  profits  to  be  determined  by  what  lie  called 
the  competition  of  capital  ;  and  concluded  that  when  capital 
increased,  tliirt  competition  must  likewise  increase,  and 
profits  must  fall.  It  ifi  not  quite  certain  what  sort  of  com- 
petition Adam  Sniitlt  had  here  in  view.  His  words  in  the 
chapter  on  Profits  of  Stock*  are,  '*  When  the  stocks  of 
many  rich  merrhants  are  turaed  into  the  same  trade,  their 
mutual  competition  naturally  tends  to  lower  its  profits  ;  and 
M'lien  there  is  a  like  increase  of  stock  in  all  the  different 
trades  carried  on  in  the  same  society,  the  same  competition 
mnst  produce  the  same  effect  in  them  all."  This  passage 
would  lead  us  to  infer  that,  in  Adam  Smith's  opinion,  the 
manner  in  which  the  competition  of  capital  lowers  profits  is 
by  lowering  prices  ;  that  being  usuallj'  the  mode  in  which 
an  increased  investment  of  capital  in  any  particular  trade, 
lowers  the  profits  of  that  trade*.  But  if  this  was  his  raean- 
inp,  he  overlooked  the  circumstance,  that  the  fall  of  price, 
whicli  if  confined  to  one  commodity  really  does  lower  the 
profits  of  the  producer^  ceases  to  have  that  effect  as  soon  as 
it  extends  to   all  commodities ;    because,  when   all  things 

*  WkaUh  of  SatujuK^  book  i.  chap.  U. 
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have  fallen,  nothing  has  really  fallen,  except  nominallj; 
and  even  computed  in  money,  the  expenses  of  every  pro- 
ducer have  dimiuislied  as  much  as  his  returns.  Unless 
indeed  labour  be  the  one  commodity  which  has  not  fallen 
in  money  price,  when  all  other  things  have  :  if  so.  what  has 
really  taken  place  is  a  rise  of  wages ;  and  it  is  that,  and  not 
the  fall  of  prices,  wliich  has  lowered  the  profits  of  capital. 
There  h  another  thing  which  escaped  the  notice  of  Adam 
Smith;  that  the  supposed  nniversal  fall  of  prices,  through 
uicreuacd  competitiuu  of  capitals,  is  a  thing  wliich  cannot 
take  place.  Prices  are  not  determined  by  the  competition 
of  the  sellers  only,  but  also  by  that  of  the  buyers  ;  by  de- 
mand as  well  as  supply.  The  demandwhich  affects  money 
pri(!es  consists  of  all  the  money  in  the  handa  of  the  commu- 
nity destined  to  be  laid  ont  in  commodities ;  and  as  long  as 
the  projwrtion  of  this  to  tbe  commodities  is  not  diminished, 
there  is  no  fall  of  general  prices.  !Now,  howsoever  capital 
may  increase,  and  give  rise  to  an  increased  production  of 
commodities,  a  ftdl  share  of  the  capital  will  be  drawn  to 
the  business  of  prodnciiig  or  importing  money,  and  the 
quantity  of  money  will  be  augmented  in  an  equal  ratio 
with  the  quantity  of  commodities.  For  if  this  were  not  the 
case,  and  if  money,  thcretbrc,  were,  as  the  theory  PUi)po?es, 
perpetually  acquiring  increased  purchasing  power,  tliose 
who  produced  or  imported  it  would  obtain  consitantly 
increasing  profits ;  and  this  could  not  happen  without  at- 
tracting labour  and  capital  to  that  occupation  from  other 
enqjloyments.  If  a  general  fall  of  prices,  and  increased 
value  of  money,  were  really  to  occur,  it  could  only  be  as 
a  wmsequence  of  increased  cost  of  production,  from  the 
gradual  exhaustion  of  the  mines. 

It  is  not  tenable,  therefore,  in  theory,  that  the  increase 
of  ca]>ital  produces,  or  tends  to  produce,  a  general  decline 
of  money  prices.  ^Neither  is  it  true,  that  any  general 
decline  of  prices,  as  capital  increased,  has  manifested  itself 
in  fact.  The  only  things  observed  to  fall  in  price  with  the 
progress  of  society,  are  those  in  which  there  have  been 
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improvementB  in  production,  grcftter  than  have  taken  place 
in  the  production  of  the  precious  metals ;  aa  for  example^ 
all  spun  and  woven  fabrics.  Other  things  again,  instead 
of  falling,  have  risen  in  price,  becautse  their  cost  of  pix>duc- 
tion,  compared  with  that  of  gold  and  silver,  has  increased. 
Ami_mg  these  are  all  kinds  of  food,  comparison  being  made 
with  a  much  earlier  period  of  liistory.  The  doctrine,  tht-ro 
fore,  tliat  competition  of  capital  lowers  profits  by  luwering 
prices,  is  incorrect  in  fact,  as  well  as  unaound  in  principle. 

But  it  is  uot  certain  that  Adam  Smith  really  held  that 
doL'trine  ;  for  his  language  on  the  subject  is  wavering  and 
unsteady,  denoting  the  absence  of  a  definite  and  well-digest- 
ed opinion.  Occasionally  he  seems  to  think  that  the  moda 
in  which  the  competition  of  capital  lowers  profits,  is  by 
raising  wages.  And  when  speaking  of  the  rate  of  protit  ia 
new  colonies,  he  seems  on  the  very  verge  of  grasping  thtf 
complete  theory  of  the  siibject.  "As  the  colony  inereasefli 
tlie  profits  of  stock  gradually  diminish.  Wben  the  most 
fertile  and  best  situated  lands  have  been  all  occupied,  leas 
profit  can  be  made  by  tlie  cultivation  of  what  is  inferiw 
both  in  soil  and  situation.'"  Had  Adam  Smith  meditated 
longer  on  tlie  subject,  and  systematized  his  view  of  it  hf 
harmonizing  with  each  other  the  various  glimpses  which 
he  caught  of  it  from  different  points,  he  would  have  perr 
ceived  that  this  last  is  the  true  cause  of  the  fall  of  profits 
usually  consequent  upon  increase  of  capital. 

§  2.  Mr.  Wakefield,  in  his  Commentary  on  Adam 
Smith,  and  his  important  writings  on  Colonization,  takes  a 
much  clearer  view  of  the  subject,  and  arrives,  through  a  sub- 
stantially correct  series  of  deductions,  at  practical  eoncltt- 
sions  which  appear  to  me  just  and  important ;  but  he  is  not 
equally  happy  in  incorporating  his  valuable  speculation* 
with  the  results  of  previous  thought,  and  reconciling  them 
M'ith  other  truths.  Some  of  the  theories  of  Dr.  Chalmersy. 
in  his  chapter  "  On  the  Increase  and  Limits  of  Capital,  "  and 
tbe  two  chapters  wlucli  follow  it,  coincide  in  their  tendency 
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and  spirit  witli  those  of  Mr.  Wakelield  ;  but  Dr.  Ghalmere' 
ideas,  ihongh  delivered,  as  is  his  custom,  with  a  most  at- 
tractive semblance  of  clearness,  are  really  on  this  sTibjeot 
much  more  coiiiubcd  than  even  those  of  Adam  Smith,  and 
more  decidedly  infected  with  tlie  often  refuted  notion  that 
the  competition  of  capital  lowers  general  prices  ;  the  subject 
of  Money  apparently  not  having  been  included  among  the 
parts  of  Political  Economy  whicli  this  acute  and  vigorous 
writer  had  carefully  stuthed. 

Mr.  "Wakefield's  explanation  of  the  fall  of  profits  is 
briefly  this.  Production  is  limited  not  solely  by  the  quantity 
of  capital  and  of  labour,  but  also  by  the  extent  of  the  ''  Held 
of  employment."  The  field  of  employment  for  capital  is 
twofold  ;  the  land  of  the  country,  and  the  capacity  of  foreign 
markets  to  take  its  manufactured  conimoditieB.  On  a 
limited  extent  of  land,  only  a  limited  quantity  of  capital 
can  find  employment  at  a  profit.  As  the  quantity  of  capi- 
tal approaches  this  limit,  profit  falls;  when  the  limit  is 
attained,  profit  is  annihilated;  and  can  only  be  restored 
tlu-ough  an  extension  of  the  field  of  employment,  either  by 
the  acquisition  of  fertile  land,  or  by  opening  new  markets 
in  foi-eign  comitries,  from  which  food  and  materials  can  be 
purchased  with  the  products  of  domestic^  capital.  These 
propositions  are  in  my  opinion  substantially  true ;  and, 
even  to  the  phraseology  in  which  they  are  expressed,  con- 
sidered as  adapted  to  pof)ular  and  practical  rather  than 
scientific  uses,  I  have  nothing  to  object.  The  error  which 
seems  to  me  imputable  to  Mi*.  Wakefield  is  that  of  suppos- 
ing his  doctrines  to  be  in  contradiction  to  the  principles  of 
the  best  school  of  preceding  political  economists,  instead  of 
being,  as  they  really  are,  corollaries  from  those  principles ; 
though  corollaries  which,  perhaps,  would  not  always  have 
been  admitted  by  those  political  economists  themselves. 

The  most  scientific  treatment  of  the  subject  which  I 
have  met  with,  is  in  an  essay  on  the  effects  of  Macliinery, 
published  in  the  Westmiiisier  Heview  for  January  1826,  by 
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Mr.  "William  Ellis  ;*  which  was  tlonbtlese  nnknowit  to  Mr. 
WakeliL'Id,  but  which  had  preceded  him,  tlxough  ]>>•  a  diffB^ 
ejtt  path,  in  several  of  liis  leading  eonelusionB.  Tliis  eesay 
excited  little  notice,  partly  from  being  publiished  aiiony- 
niousl}-  in  a  periodical,  and  partly  because  it  wae  much  in 
advance  of  the  state  of  ]x)litical  economy  at  the  time.  In 
Mr,  Ellis's  view  of  the  subject,  the  questions  and  difficulties 
raised  by  Mr.  Wakefield's  speculations  and  by  those  of  Dr. 
Chalmers,  find  a  solution  consistent  with  the  principles  of 
poUtical  economy  laid  down  in  the  present  treatise. 

§  3.  There  is  at  every  tame  and  place  some  particular 
rate  of  profit,  which  is  the  lowest  that  will  induce  the 
people  of  that  country  and  time  tu  accumulate  savings,  and 
to  employ  tliose  savings  productively.  This  minimum  rate 
of  profit  varies  according  to  circnmstances.  It  depends  on 
two  elements.  One  is,  the  strengtli  of  the  effective  desire 
of  accumulation ;  the  comparative  estimate  made  by  the 
people  of  that  place  and  era,  of  future  interests  when 
weighed  against  present.  Tliis  element  chiefly  affects  the 
inclination  to  save.  The  other  element,  which  affects  not 
so  much  the  willingness  to  save  as  the  disi)osition  to  employ 
savings  productively,  is  the  degree  of  security  of  capital 
engjiged  in  industrial  ojierations.  A  state  of  general  in&e- 
curity,  no  doubt  affects  also  the  disposition  to  save.  A 
hoard  may  be  a  source  of  additional  danger  to  its  reputed 
jxjftsessur.  But  as  it  may  also  be  a  powerful  means  of  avert- 
ing dangers,  the  effects  in  this  respect  may  perhaps  be 
looked  upon  as  balanced.  But  in  employing  any  fmids 
which  a  person  may  possess  as  capital  on  his  own  accoimt, 
or  in  lending  it  to  (others  to  be  so  employed,  there  la  always 
some  additional  risk,  over  and  above  that  incurred  by  keep- 
ing it  idle  in  his  own  custody.     This  extra  risk  is  great  in 


*  Now  so  much  better  known  by  bis  apostolic  esertione,  in  pen,  purse,  and 
pereon,  for  the  improTemeDi  of  populnr  cducalion,  anil  eiipeciaUy  for  tbe  inlro* 
duction  into  h  of  the  elements  of  practical  Political  Economy. 
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proportion  as  tLe  general  state  of  isociety  is  indeeure  :  it  may 
be  equivalent  to  twenty,  tliirty,  or  ftfty  per  cent,  or  to  no 
more  tlian  one  or  two ;  something,  however,  it  must  always 
be  :  and  for  this,  tlio  expectation  of  profit  must  be  ijutlicient 
to  compensate. 

There  would  be  adequate  motives  for  a  wrtain  amount 
of  saving,  even  if  capital  yielded  no  profit.  Tliere  would  he 
an  inducement  to  lay  by  in  good  times  a  provision  for  bad ; 
to  reserve  something  for  sieknefss  and  iniirmity,  or  as  a 
means  of  leisure  and  independence  in  the  latter  part  of  life, 
or  a  help  to  children  in  the  outset  of  it.  Savings,  however, 
which  have  only  these  ends  in  view,  havo  not  much  tend- 
ency to  increase  the  amount  of  capital  ptrmanently  in  exist- 
ence. These  motives  only  ]>rompt  i>er6ons  to  save  at  one 
period  of  life  what  they  purpose  to  consume  at  another,  or 
what  will  be  consumed  by  their  children  befoi-e  they  can 
completely  provide  for  tliemselves.  The  saving  by  which 
an  addition  is  made  to  tlie  national  capital,  usually  emanate 
from  the  desire  of  persons  to  improve  what  is  termed  their 
comlition  in  life,  or  to  make  a  provision  for  children  or 
others,  independent  of  their  exertions.  Now,  to  the  strength 
of  these  inclinations  it  makes  a  very  mateiial  difference  how 
much  of  the  deairetl  ohject  can  be  etiected  by  a  given 
amount  and  duration  of  self-denial ;  which  again  depends  on 
the  rate  of  profit.  And  there  is  in  every  country  some  rate 
of  profit,  below  whii-h  pereons  in  general  will  not  find 
sufficient  motive  to  save  for  the  mere  purpose  of  growing 
richer,  or  of  leaving  otlicrs  better  off  than  themselves. 
Any  accumulation,  therefore,  by  which  t!ie  general  capital 
is  increased,  requires  as  its  necessary  condition  a  certain 
rate  of  profit :  a  rate  wliich  an  average  pei*fion  will  deem  to 
be  an  equivalent  for  abstinence,  witli  the  addition  of  a 
sufficient  insurance  against  risk.  There  are  always  some 
persons  in  whom  the  effe<^tive  desire  of  accunmlation  is  above 
the  average,  and  to  whom  less  than  this  rate  of  profit  is  a 
sufficient  inducement  to  save;  but  these  merely  step  hito 
the  place  of  others  whose  taste  for  expense  and  indulgence 
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is  beyond  the  average,  and  who,  inBtead  of  saving,  i«;rliaj)B 
even  dissipate  what  tlit'y  liave  received. 

I  have  already  observed  that  this  miuimuni  rate  of 
profit,  less  than  which  is  not  coneistont  with  the  further 
increase  of  capital,  is  lower  in  some  states  of  society  than  in 
others ;  and  1  may  add,  that  the  kind  of  social  progress 
characteristic  of  our  present  civilization,  tends  to  diuiinish 
it.  In  the  tirst  place,  one  of  the  acknowledged  eflecte  ot" 
tliat  progress  is  an  increase  of  general  security.  Destruc- 
tion by  wars,  and  spoliiitiun  by  ]irivate  or  [lublic  violence, 
are  less  and  less  to  be  apprehended  ;  and  the  improvements 
which  may  be  looked  for  in  education  and  in  the  adminis- 
tration of  justice,  or,  in  their  default,  increased  regard  for 
opinion,  affoi*d  a  growing  protection  against  fraud  and 
reckless  inismanafijement.  Tlib  risks  attending  the  invest- 
ment of  savings  in  productive  employment,  require 
therefore  a  smaller  rate  of  profit  to  couipeusate  for  them 
tlnm  was  required  a  century  agOj  and  will  hereafter  require 
less  tlian  at  present.  In  the  second  place,  it  is  also  one  of 
the  eonsequences  of  civilization  that  mankind  become  less 
the  slaves  of  the  moment,  and  more  habituated  to  carry 
their  desires  and  purposes  forwai-d  into  a  distant  future. 
This  increase  of  providence  is  a  natural  result  of  the  in- 
creased assurance  with  which  futurity  can  be  looked  for- 
ward to  ;  and  is,  besides,  favoured  by  most  of  the  influences 

•  which  an  industrial  hfe  exercises  over  the  passions  and  incli- 
natiims  of  liuniau  nature.  In  proportion  as  lite  has  fewer 
vicissitudes,  as  habits  become  more  fixed,  and  great  prizes 
are  less  and  less  to  be  hoped  for  by  any  other  means  than 
long  perseverance,  mankind  become  more  willing  to  sacrifice 
present  indulgence  for  future  objects.  Tliis  uicreased  capa- 
city of  forethought  and  sclf-contro!  may  assuredly  find  other 
things  to  exercise  itself  upon  tliau  increase  of  riches*  and 
some  considorations  connected  with  this  topic  will  shortly 
he  touched  upon.  Tlie  present  kind  of  sot.-ial  progress,  how- 
ever, decidedly  tends,  thoiigh  not  i)crha])s  to  iiicroa&e  the 

desire  of  accnmulation,  yet  to  weaken  the  obstacles  to  it, 


TENOENCt  OF  PROFITS  TO   A   MIMMUM. 


315 


d  to  diminish  tlic  amount  of  profit  whicli  pfople  abso- 
lutely require  as  au  iudiitement  to  save  and  accumulate.  For 
these  two  rcMouR.,  diniirnitioti  of  risk  and  increasti  of  ]>rovi- 
dence.  a  protit  or  interest  of  tlu-ce  ur  four  per  cent  is  as 
sufficient  a  motive  to  the  increase  of  capital  in  England  at 
the  preseJit  day,  as  thirty  or  forty  per  cent  in  the  Hurmese 
Empirej  or  in  England  iit  the  time  of  King  John.  In  IIol- 
land  during  the  last  century  a  return  of  two  per  cent,  un 
govemmcnt  security,  waa  consistent  -with  an  undiminished, 
if  not  with  an  increasing  capital.  But  thougli  tlje  mini- 
mum rate  of  protit  is  thus  liable  to  vary,  and  tliough  to 
gpecity  exactly  what  it  is  would  at  any  given  time  he  im- 
poegible,  such  a  minimum  always  exists ;  atid  whether  it  be 
high  or  low,  wlien  once  it  is  reached,  no  fiirtfier  increase  of 
capital  can  for  tlie  present  take  place.  Tlie  country  has 
then  attained  what  is  known  to  political  economists  under 
the  name  of  the  t>tationai*y  state. 


§  4.  We  now  arrive  at  the  f\mdamental  proposition 
which  this  chapter  is  intended  to  ijiculcate.  Wlien  a 
country  has  long  possessed  a  large  production,  and  a  large 
net  income  to  make  savings  from,  and  when,  therefore*  the 
means  have  long  existed  of  making  a  great  annual  addition 
to  capital ;  (the  country  not  having,  like  America,  a  lar^e 
reserve  of  fertile  land  still  unused  ;)  it  is  one  of  the  (tharacter- 
istics  of  such  a  country,  that  the  rate  of  profit  is  habitually 
within,  as  it  were,  a  hand's  breadth  of  the  minimum,  and 
the  country  therefore  on  the  very  verge  of  the  stationary 
state.  By  this  I  do  tiot  mean  that  this  state  is  lik:cly,  in 
any  of  the  great  countries  of  Europe,  to  bo  soon  actually 
reached,  or  that  capital  does  not  still  yield  a  ])rofit  con- 
siderably greater  than  what  is  barely  sufficient  to  induce 
the  people  of  those  countries  to  save  and  accumulate.  My 
meaning  is,  that  it  would  require  but  a  short  time  to  reduce 
profits  to  tlie  minimum,  if  capital  continued  to  increase  at 
its  present  rate,  and  no  circumstances  having  a  tendency 
to  raise  the  rate  of  profit  occ\irred  in  the  meantime.     The  ex- 


31<) 


BOOK   IT.      CHAPTER   IV.      §4. 


pantjion  of  capital  would  bood  reach  its  itltimate  lx>uiK]arv, 
if  the  boundary  itself  did  not  continually  open  and  leave 
more  space. 

In  England,  tlie  ordinary  rate  of  interest  on  government 
eecurities,  in  whicli  the  risk  is  next  to  Bothing,  may  be  esti- 
mated at  a  little  more  than  three  per  cent :  in  nil  other  in- 
vestments, thereforCj  the  interest  or  profit  calculated  upon 
(exclusively  of  what  is  projjerly  a  remuneration  for  talent 
or  exertion)  must  be  as  much  more  than  this  amount,  as  is 
equivalent  to  the  degree  of  ribk  to  which  the  capital  is 
thought  to  be  exposed.  Let  ns  suppose  that  in  England 
even  so  small  a  net  prufit  as  one  per  cent,  exchisive  of  insur- 
ance against  risk,  would  constitute  a  sufficient  inducement 
to  save,  but  that  less  than  this  would  not  be  a  sufficient 
inducement.  1  now  say,  that  the  mere  continuance  of  the 
present  annual  increase  of  capital,  if  no  circumstance  occur- 
red to  counteract  its  effect,  would  suffice  in  a  small  number 
of  years  to  retluce  the  rate  of  net  profit  to  one  per  cent. 

To  fulfil  the  eonditioua  of  the  hypothesis,  we  must  sup- 
pose an  entire  cessation  of  the  ex]jortation  of  capital  for 
foreign  investment.  No  more  capital  setit  abroad  for  rail- 
ways, or  loans ;  no  more  emigrants  taking  capital  with  them, 
to  the  colonies,  or  to  other  countries  ;  no  fresh  advances 
made,  or  credits  given,  by  bankers  or  merchants  to  their 
foreign  corre8i>on dents.  We  must  also  assume  that  there 
are  no  fresh  loans,  for  unproductive  expenditure  by  the 
government,  or  on  mortgage,  or  otherwise;  and  none  of  the 
waste  of  capital  whif^li  now  takes  place  by  the  failure  of 
undertakings  which  people  are  tempted  to  engage  in  by  the 
liope  of  a  better  income  than  can  be  obtained  in  safa  paths 
at  the  present  habitually  low  rate  of  protit.  "We  must  sup- 
pose the  entire  savings  of  the  connnunity  to  be  annually 
invested  in  i-eally  productive  employment  within  the  conn- 
try  itself;  and  no  new  channels  opened  by  industrial  inven- 
tions, or  by  a  more  extensive  substitution  of  the  best  known 
processes  for  inferior  ones. 

Few  persons  would  hesitate  to  say,  that  there  would  be 
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great  difficulty  in  finding  reiinincrative  eui|}iuynieut  L-vcry 
year  for  so  much  new  capital,  and  most  would  conclude  that 
there  would  Ije  what  used  to  be  termed  a  general  glut ;  that 
commodities  would  be  produced,  and  remain  unsold,  or  be 
Bold  oidy  at  a  loss-  But  the  lull  examination  which  we 
have  already  given  to  this  question,*  has  shown  that  tliig  ia 
not  the  mode  in  wliich  the  inconvenience  would  bu  experi- 
enced. The  difficulty  would  not  consist  in  any  want  of  a 
market.  If  the  new  capital  were  duly  shared  among  many 
varieties  of  employment,  it  would  raise  up  a  demand  for  ita 
own  produce,  and  tlicre  would  be  no  cause  why  aiiy  part 
of  that  produce  should  remain  h>nger  on  hand  than  for- 
merly. What  would  really  be,  not  merely  difficult,  hut 
imi^ossible,  would  be  to  employ  this  capital  without  auh- 
mitting  to  a  rapid  reduction  of  the  rate  of  profit. 

As  capital  increased,  pfipulHtion  either  would  also  in- 
creafie,  or  it  would  not.  If  it  did  not,  wages  would  rise, 
and  a  greater  capital  would  he  distributed  in  wages  among 
the  same  number  of  labourers.  There  being  no  more  labour 
than  before,  and  n<j  improvements  to  render  the  labour 
more  efficient,  there  would  not  be  any  increase  of  the  prod- 
uce ;  at.d  as  the  capital,  however  largely  increased,  "n'ould 
only  obtain  the  same  gross  return,  the  whole  savings  of 
each  year  woidd  be  exactly  so  mucli  subtracted  from  the 
profits  of  the  next  and  of  every  following  year.  It  is  hardly 
necessary  to  say  that  in  such  circumstances  profits  would 
very  soon  fall  to  the  point  at  which  fnrtlier  increase  of  cap- 
ital would  cease.  An  augmentation  of  capital,  much  more 
rapid  than  that  of  population,  must  soon  reach  its  extreme 
Ihnit,  imlesa  accompanied  by  increased  efficiency  of  labour 
(through  inventions  and  discoveries,  or  im|)roved  mental 
and  physical  education),  or  uidcss  some  of  the  idle  people, 
or  of  the  improductive  hihourers,  became  productive. 

If  population  did  increase  with  the  increase  of  capital 
and  in  proportion  to  it,  the  fall  of  profits  would  still  be 
inevitable.     Increased  pojiulation  implies  increased  demand 

•  Bouk  iii.  chap.  14. 
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for  agricultural  }>roduce.  In  the  absence  of  industrial  iui- 
i)rovements,  tliis  demand  can  only  be  supplied  at  an  in- 
creased cost  of  production,  either  by  cultivating  worse  land, 
or  by  a  more  elaborate  and  costly  cultivation  of  the  land 
already  under  tiliag:e.  The  cos^t  of  tlie  labourer'e  subtjistenee 
is  therefore  increased  ;  and  unless  the  labourersnbmits  to  a 
deterioration  of  lu'3  condition,  profits  must  fall.  In  an  old 
country  Hke  England,  if,  in  addition  to  eupposing  all  im- 
provement in  domestic  agriculture  8U&]>ended,  we  suppose 
that  there  is  no  increased  production  in  foreign  countries  for 
the  English  market^  the  fall  of  profits  would  be  very  raj^id. 
If  both  these  avenues  to  an  increased  supply  of  food  were 
closed,  and  population  continued  to  increase,  as  it  is  said  to 
do,  at  the  rate  of  a  tlionsand  a  day,  all  waste  land  which 
admits  of  cultivation  in  the  existing  state  of  knowledge 
would  soon  be  cultivated,  and  the  cost  of  production  and 
price  of  tbod  would  be  so  increased,  that,  if  tlie  labourers 
received  the  increased  money  wages  necessary  to  compen- 
sate for  their  increased  expenses,  profits  would  very  soon 
reach  the  minimum.  Ttie  fall  of  profits  would  be  retard- 
ed if  money  wages  did  not  rise,  or  rose  in  a  less  degree; 
but  the  margin  which  can  be  gained  by  a  deterioration  of 
the  labourer's  condition  is  a  very  narrow  one:  in  general 
tliey  cannot  bear  much  reduction  ;  when  they  cfin,  they 
have  also  a  higher  standard  of  necessary  requirements,  and 
will  not.  On  the  whole,  therefore,  we  may  assume  that  in 
such  a  country  as  England,  if  the  present  annual  amount  of 
savings  were  to  continue,  without  any  of  the  counteracting 
circumstances  which  now  keej)  in  check  the  natural  influ- 
ence of  those  savings  in  reducing  profit,  the  rate  of  profit 
would  speedily  attain  the  minimum,  and  all  further  accu- 
mulation of  capital  would  for  the  present  cease. 


§  5.     What,  then,  are  these  counteracting  circumstaucesy 

which,  in  the  existing  state  of  things,  maintain  a  tolerably 

equal  struggle  against  the  downward  tendency  of  profits, 

niid  prevent  the  great  annual  savings  whicli  take  place  in 


TEXDENCY  OF  I'KOKITS  TO  A   MTXIMCM. 


319 


I 
I 

I 
I 
I 

I 


this  coxintiy,  from  depressing  tlie  rate  uf  profit  miiL'li  uearur 
to  that  lowest  point  to  wliiuli  it  is  alwa^'s  tending,  and  which, 
left  to  itself,  it  would  so  prouiptly  attain  'i  Tlie  resisting 
jigcncies  are  of  several  kinds. 

First  among  tiiL-iu,  we  may  notice  one  which  is  so 
Himple  and  so  conspicuous,  that  some  political  economists, 
especially  M.  de  Sisniondi  and  Dr.  ChalmerSj  have  attend- 
ed to  it  almost  to  the  exclusion  of  all  othei's.  This  is,  tlie 
waste  of  capital  in  periods  of  over-tradiug  and  I'ush  specu- 
lation, and  in  the  commercial  reynl&ions  by  which  snch 
times  are  always  followed.  It  in  true  that  a  great  part 
of  what  is  lost  at  snch  i)eriod8  is  not  destroj'ed,  hat  merely 
transifeiTcd,  like  a  gambler's  losses,  to  more  successful  specu- 
lators. But  even  of  these  mere  transfers,  a  large  portion  is 
always  to  foreigners,  by  the  hasty  purchase  of  unusual 
quantities  of  foreign  goods  at  advanced  prices.  And  much 
also  is  absolutely  wasted.  Minus  are  opeuedj  railways  or 
bridges  made,  and  many  other  works  of  uncertain  pmfit 
commenood,  and  in  these  enterprises  much  capital  is  sank 
wliich  yields  either  no  return,  or  none  adequate  to  the  out- 
lay. Factories  are  bnilt  and  machinery  erected  beyond 
what  the  market  requires,  or  can  keep  in  em]>U>yuient. 
Even  if  they  are  kept  in  employment,  the  capital  is  no  less 
sunk  ;  it  has  been  converted  from  circulating  into  fixed 
capital,  and  has  ceaf*ed  to  have  any  influence  on  wages  or 
profits.  Besides  this,  there  is  a  gi'cat  unproductive  con- 
sumption of  capital,  during  the  stagnation  which  follows  a 
period  of  general  over-trading.  Establishments  are  shut 
up,  or  kept  working  without  any  profit,  hands  are  dis- 
ciiarged,  and  numbers  of  persons  in  all  ranks,  beiug  de- 
]>rived  of  their  income,  and  thrown  for  support  on  their 
savings,  tind  themselves,  after  the  crisis  has  passed  away, 
in  a  (rondition  of  more  or  less  impoverisliment.  Such  are 
the  effects  of  a  commercial  revulsion  :  and  that  such  revul- 
sions jire  almost  periodical,  is  a  conserpience  of  the  very 
tendency  of  profits  which  we  are  considering.  By  tlie  time 
a  few   years  have  passed   over  without  a  crisis,  so   much 


320 


BOOK   IV.      CHAPTER  IV. 


Htiditional  capital  has  been  accumulated,  that  it  is  no  longer 
possible  to  invest  it  at  the  accustomed  profit :  all  pul»lic 
securities  riBC  to  a  high  price,  tiic  rate  of  interest  on  the 
best  mercantile  security  fulls  very  low,  and  tiie  complaint 
is  general  among  pcr&ons  in  business  tliat  no  money  is  to 
be  made.  Does  not  this  demonstrate  how  speedily  profit 
would  be  at  the  minimum,  and  the  stationary  condition  of 
capital  would  be  attained,  it'  these  aecnmtilations  went  on 
without  any  counteractinc^  princij>le  ^  But  the  diminished 
scale  of  all  safe  j^ains,  ini;liiieb  persons  to  give  a  ready  ear  to 
any  projects  which  bold  out,  though  at  the  risk  of  loss,  the 
hope  of  a  higher  rate  of  ]>rofit ;  and  speculations  ensue, 
whiL-h,  with  the  subsequent  revulsions,  destroy,  or  transfer 
to  foreigners,  a  considerable  amount  of  capital,  produce  a 
temporary  rise  of  interest  and  profit,  make  room  for  fresh 
accumulations,  and  the  same  round  is  recoimncuced. 

TIiiB,  doubtless,  is  one  considerable  cause  which  arrests 
profits  in  their  descent  to  the  ininiinuni,  by  sweeping  away 
Iroui  time  to  time  a  part  of  the  accunmlated  mass  by  which 
they  are  forced  down.  Bnt  this  is  not,  as  might  be  inierred 
from  the  language  of  some  writcj-s,  the  principal  cause.  If 
it  were,  the  capital  of  the  country  would  not  increase ;  but 
in  England  it  doe«  increase  greatly  and  rapidly.  This  is 
shown  by  the  increasing  productiveness  of  almost  all  taxes, 
by  tlie  continual  growtli  of  all  the  signs  of  tiational  wealth, 
and  by  the  rajiid  increase  of  population,  while  tlie  condition 
of  the  labourers  certainly  is  not  on  the  whole  declining. 
These  things  prove  that  each  commercial  revulsion,  how- 
ever disastrous,  is  very  far  from  destroying  all  the  capital 
which  has  been  added  to  the  accuniulaticms  of  the  country 
since  the  last  revulsion  preceding  it,  and  that,  invariably, 
room  is  either  found  or  made  for  the  profitable  employment 
of  a  per|>ctually  increasing  capital,  consistently  with  not 
forcing  down  profits  to  a  lower  rate. 

§  6.     Tliis  brings  ns  to  tlie  second  of  the  counter-agcn- 
t'/tfs,  nmnalyj  improvements  in  production.    These  evidently 
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Jiare  the  effect  of  extending  what  Mr.  Wakefield  terms  the 
field  of  employment,  that  is,  they  enable  a  greater  amount 
of  capital  to  be  accumiilated  and  employed  without  depress- 
ing the  rate  of  profit :  provided  always  tliat  they  do  not 
raise,  to  a  proportional  extent,  tlie  habits  and  requirements 
of  tlie  labourer.  It'  tlie  labouring  class  gain  the  full  advan- 
tage of  the  increased  cheapness,  in  other  words,  if  money 
wages  do  not  fall,  profit*  are  not  raised,  nor  their  fall  re- 
tai'dod.  Eut  if  the  labom*ers  people  up  to  the  improvement 
in  their  cuuditiou,  and  so  relapse  to  their  previous  state, 
profits  will  rise.  All  inventions  whieli  eheai»en  any  of  the 
things  Consumed  by  the  labourers,  unless  their  requirements 
are  raised  in  an  equivalent  degree,  in  lime  lower  money 
wages:  and  by  doing  so,  enable  a  greater  capital  to  be 
accumulated  and  employed,  before  profits  fall  back  to  what 
they  were  previously. 

Improvements  which  only  affect  things  consumed  exclu- 
sively by  the  richer  classes,  do  not  operate  precisely  in  the 
same  mauuer.  The  cheapening  of  lace  or  velvet  has  no 
efi'ect  in  diminishing  the  cost  of  labour  ;  and  no  mode  can 
be  pointed  out  in  wliich  it  can  raise  the  rate  of  profit,  so  as 
to  make  room  for  a  larger  capital  before  tlie  minimum  is 
attained.  It,  however,  produces  au  effect  which  is  virtually 
equivalent ;  it  lowers,  or  tends  to  lower,  the  minimum  itself. 
In  the  first  place,  increased  cheapness  of  articles  of  con- 
sumption promotes  the  inclination  to  save,  by  affording  to 
all  consumers  a  surplus  which  they  may  lay  by,  consist- 
ently with  their  accustomed  manner  of  living;  and  unless 
they  were  j)reviously  suffering  actual  hai-dships,  it  will 
require  little  self-denial  to  save  some  part  at  least  of  this 
surplus.  In  the  next  place,  whatever  enables  people  to  live 
equally  well  on  a  smaller  income,  inclines  them  to  lay  by 
eapital  for  a  lower  rate  of  profit.  If  people  can  live  on  au 
independence  of  500?.  a  year  in  the  same  manner  as  they 
formerly  could  on  one  of  1000/.,  some  persons  will  be  in- 
duced to  save  in  hopes  of  the  one,  who  would  have  been 
deterred  by  the  more  remote  prospect  of  the  other.    All 
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improveinents,  tlierefore,  in  the  production  of  almost  any 
commodity,  tend  in  some  degree  to  widen  the  iutervKi  wliicli 
has  to  be  passed  before  arriving  at  tlie  stationary  state: 
but  this  effect  belongs  in  a  much  greater  degree  to  the  im- 
provements which  affect  the  articles  consumed  by  the  la- 
bourer, since  these  conduce  to  it  in  two  ways  ;  tliey  induce 
people  to  accumulate  for  a  lower  profit,  and  tliey  also  raise 
the  rate  of  profit  itself. 

§  7.  Equivalent  in  effect  to  improvements  in  production, 
16  tlie  acquisition  of  any  new  power  of  obtaining  clieap  com- 
modities from  foreign  countries.  If  necessaries  are  cheap- 
ened, wliether  they  are  so  by  improvements  at  home  or  im- 
portation from  abroad,  is  exactly  the  same  thing  to  wages 
and  profits.  Unlees  the  lalxmrer  obtains,  and  by  an  im- 
provement of  his  habitual  etandarrl,  keeps,  the  whole  benefit, 
the  cost  of  labour  is  lowered,  and  the  rate  of  profit  i-aised. 
As  long  as  food  can  continue  to  be  imported  for  an  increas- 
ing population  without  any  diminution  of  cheapness,  so  long 
the  declension  of  profits  through  the  increase  of  population 
and  capital  is  arrested,  and  accumulation  may  go  on  with- 
out niakiug  the  rate  of  profit  draw  nearer  to  the  minimum. 
And  on  this  gromid  it  is  believed  by  some,  that  the  repeal 
of  the  corn  laws  has  opened  to  this  country  a  long  era  of 
rapid  increase  of  capital  with  an  undiminished  rate  of 
profit. 

Before  inquiring  whetlier  this  espectation  is  reasonable, 
one  remark  must  be  made,  which  is  much  at  variance  with 
commonly  received  notions.  Foreign  trade  does  not  neces- 
sarily increase  the  field  of  employment  for  capital.  It  is 
not  the  more  opening  of  a  market  for  a  countrj'-s  produc- 
tions, that  tends  to  raise  the  rate  of  profits.  If  nothing 
were  obtained  in  exchange  for  those  productions  but  the 
luxuries  of  the  rich,  the  expenses  of  no  capitalist  would  be 
diminished ;  profits  would  not  be  at  all  raised,  nor  room 
made  for  the  accumulation  of  more  capital  without  submit- 
tiug  to  a  reduction  of  profits :  and  if  the  attainment  of  the 


fattonary  gtate  were  at  all  retarded,  it  woukl  only  be 
because  the  diminished  cost  at  whicli  a  certain  degree  of 
luxury  could  be  enjoyed,  might  induce  people,  in  that  pros- 
pect, to  make  fresh  savings  for  a  lower  profit  than  they  for- 
merly were  willing  to  do.  When  ibreign  trade  makes  room 
for  more  capital  at  the  same  profit,  it  is  by  enabling  the 
necessaries  of  life,  or  the  habitual  articles  of  the  labourer's 
consumption,  to  be  obtained  at  smaller  coBt.  It  may  do 
this  in  two  ways ;  by  the  importation  eitlier  of  those  com- 
modities themselves,  or  of  the  means  and  appliances  for 
producing  them.  Cheap  iron  has,  in  a  certain  measure,  the 
same  eft'ect  on  profits  and  the  cost  of  labour  aa  cheap  com, 
becanse  cheap  iron  makes  cheap  tools  for  agriculture  and 
cheaj)  machinery  fur  clothing.  But  a  foreign  trade  which 
neither  directly,  nor  by  any  indirect  consequence,  incrcascB 
the  cheapness  of  anything  consumed  by  the  labourers,  does 
not,  any  more  than  nn  invention  or  discovery  in  the  like 
ease,  tend  to  raise  profits  or  retard  their  fall  ;  it  merely 
substitutes  the  production  of  goods  for  fiireign  markets,  in 
the  room  of  the  homo  production  of  luxuries,  leaving  the 
employment  for  capital  neither  greater  nor  less  tlian  before. 
It  is  true,  that  there  is  scarcely  any  export  trade  which,  in 
a  country  that  ah-eadv  imports  neccBsarics  or  materials, 
comes  within  these  conditions  :  for  every  increase  of  exports 
enables  the  country  to  obtain  all  its  imports  on  cheaper 
terms  than  before. 

A  country  which,  as  is  now  the  case  with  England, 
admits  food  of  all  kinds,  and  all  necessaries  and  the  mate- 
rials of  net^csfiaries,  to  be  freely  imported  from  all  parts  of 
tlie  world,  no  longer  depends  on  the  fertility  of  her  own 
soil  to  keep  up  her  rate  of  profits,  but  on  die  soil  of  the 
whole  world.  It  remains  to  consiiler  how  far  this  resource 
can  be  counted  npun  for  making  head  during  a  very  long 
period  against  the  tendency  of  profits  to  decline  as  capital 
increases. 

It  muet,  of  course,  be  supposed  that  with  the  increase  of 
capital,  population  also  increases ;  for  if  it  dv\  woV,  ^"6  *:R»\i.- 
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sequent  rise  of  wages  would  bring  down  profits,  in  spite  of 
any  cheapness  of  food.  Suppose  then  that  the  population 
of  Great  Britain  goes  on  increasing  at  its  present  rate,  and 
demands  even'  year  a  supply  of  imported  food  considerably 
beyond  that  of  the  year  preceding.  This  annual  increase  in 
the  food  demanded  from  the  esp»irting  countries,  can  only 
be  obtained  either  by  great  improvements  in  their  agri- 
cnlture,  or  by  the  application  of  a  great  additional  capital  to 
the  growtli  of  food.  Tlie  former  is  likely  to  be  a  very  slow 
process,  from  the  radenese  and  ignorance  of  the  agricultural 
classes  in  the  food-exporting  countries  of  Europe,  while  the 
British  colonies  and  the  United  States  are  already  in  jios- 
session  of  most  of  tlie  improvements  yet  made,  so  f&r  as 
suitable  to  their  circumstances.  There  remains  as  a  re- 
source, the  extension  of  cultivation.  And  on  this  it  is  to  be 
remarked,  that  the  capital  by  which  any  such  extension  can 
take  place,  is  mostly  still  to  be  created.  In  Poland.  Kussia. 
Hungary,  Spain,  the  increase  of  capital  is  extremely  slow. 
In  America  it  is  rapid,  but  not  more  rapid  than  tlie  popula- 
tion. The  principal  fimd  at  present  available  for  supplying 
this  country  with  a  yearly  increasing  importation  of  food,  is 
that  portion  of  the  annual  savings  of  America  which  has 
heretofore  been  applied  to  increasing  the  manufacturing 
establishmente  of  the  United  States,  and  which  free  trade  in 
com  may  possibly  divert  from  that  purpose  to  growing  food 
for  our  market.  This  limited  source  of  supply,  unless  great 
improvements  take  place  in  agriculture,  cannot  be  expected 
to  keep  pace  with  the  growing  demand  of  so  rapidly  in- 
creasing a  population  as  that  of  Great  Britain ;  and  if  onr 
population  and  capital  continue  to  increase  with  their  pres- 
ent rapidity,  the  only  mode  in  which  food  can  continue  to 
be  supplied  cheaply  to  the  one,  is  by  sending  the  other 
abroad  to  produce  it. 

This  brings  us  to  the  last  of  the  counter^orecs 
le  downward  tendency  of  profits  in  a  country 
acreases  faster  than  Ci&t  of  its 
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whose  profits  .ii-e  therefore  nearer  to  the  luhiiiuum.  This 
is,  the  perpetual  overflow  of  capital  into  colonies  or  foreign 
eonntried,  to  seek  higher  profits  than  can  bo  obtained  tit 
home.  I  believe  this  to  have  been  for  many  years  one  of 
the  principal  causes  by  wliich  the  decline  of  profits  in  Eng- 
land has  been  arrested.  It  has  a  twofoM  operation.  In  the 
first  place,  it  does  what  a  tire,  or  an  inundation,  or  a  com- 
mercial crisis  would  have  done :  it  carries  off  a  part  of  the 
increase  of  capital  from  wliich  the  reduction  of  profits  pro- 
ceeds. Secondly,  the  capital  so  carried  off  is  not  lost,  but 
is  chiefly  employed  either  in  founding  colonics,  which  bo- 
come  large  exporters  of  cheap  agricultural  ])roiluce,  or  in 
extending  and  perhaps  improving  the  agricnlture  of  older 
communities.  It  is  to  the  emigration  of  Engliah  capital, 
that  -we  have  chiefly  to  look  for  keeping  up  a  supply  of 
cheap  food  and  cheap  umteriaU  of  clothing,  proportional  to 
the  increase  of  our  population  :  thus  enabling  an  increasing 
capital  to  find  employment  in  the  country,  without  reduc- 
tion of  profit,  in  producing  mantifactured  articles  vnlh  which 
to  pay  for  this  supply  of  raw  produce.  Thus,  the  exporta- 
tion of  capital  is  an  agent  of  great  efficacy  in  extending  the 
field  of  employment  for  that  which  remains :  and  it  may  be 
said  truly  tjiat,  up  to  a  certain  point,  the  more  capital  we 
Bend  away,  the  more  wo  shall  possess  and  be  able  to  retain 
at  home. 

In  countries  which  are  further  advanced  in  industry  and 
population,  and  have  therefore  a  lower  rate  of  profit,  than 
others,  there  is  always,  long  before  the  actual  niinininiii  is 
reached,  a  practical  minimum,  viz.  when  profile  have  fidlen 
80  much  below  what  they  are  elsewhere,  that,  were  they  to 
fall  lower,  ail  further  accumulations  would  go  abroad.  In 
the  present  state  of  the  industry  of  the  world,  when  there  is 
occasion,  in  any  rich  and  improving  country,  to  take  the 
minimum  of  profits  at  all  into  consideration  for  practical 
purposes,  it  is  only  this  practical  minimum  that  needs  bo 
considered.  As  long  as  there  are  old  countries  where  capi- 
tal increaacs  very  rapidly,  and  new  countries  where  profit 
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is  still  high,  profits  in  the  old  countries  will  not  sink  to  the 
rate  which  would  put  a  stop  to  accumulation ;  the  fall  is 
stopped  at  the  point  which  sends  capital  abroad.  It  is  only, 
however,  by  improvements  in  production,  and  even  in  the 
production  of  things  consumed  by  labourers,  that  the  capital 
of  a  country  like  England  is  prevented  from  speedily 
reaching  that  degree  of  lowness  of  profit,  which  would 
cause  all  further  savings  to  be  sent  to  find  employment  in 
the  colonies,  or  in  foreign  countries. 


CHAPTER  V. 

CONSEQUENCES  OF  TOE  TEN'DEXCY  OF  PROFITS  TO 
A  MINIMUM. 

g  1.  The  theory  of  the  effect  of  accumulation  on  prof, 
its,  laid  down  in  the  preceding  chapter,  materially  alters 
many  of  the  practical  conclusions  wliich  might  other\vi8e  be 
eupposed  to  follow  from  the  general  principles  of  Political 
Economy^  and  which  were,  indeed,  long  admitted  aa  true 
by  the  highest  authorities  on  the  subject. 

It  must  greatly  abate,  or  rather,  altogether  destroy,  in 
countries  where  profits  are  low,  the  inimcnse  importance 
■which  used  to  be  attached  by  political  economists  to  the 
effects  which  an  ev^ent  or  a  measure  of  government  might 
Lave  in  adding  to  or  suhtractuig  from  the  oajiital  of  the 
country.  We  have  now  seen  that  the  lowness  of  profits  is  a 
proof  that  the  spirit  of  nccumnlation  is  so  active,  and  that 
the  increase  of  capital  has  proceeded  at  so  rapid  a  rate,  aa 
to  outstrip  the  two  counter-agencies,  improvements  in  pro- 
duction, and  increased  supply  of  cheap  necessaries  from 
abroad  :  and  tliat  unless  a  oonsiderable  portion  of  the 
annual  increase  of  capital  were  either  periodically  de- 
stroyed, or  exported  for  foreign  investment,  the  country 
would  speedily  attain  the  point  at  which  further  accumula- 
tion would  cease,  or  at  leiist  spontaneously  slacken,  so  as  no 
longer  to  overpass  the  march  of  invention  in  the  arta  which 
produce  the  necessaries  of  life.  In  such  a  state  of  things 
as  this,  a  sudden  addition   to  the  capital  of  the  country, 


tinflf-companied  by  any  increase  of  productive  power,  would 
be  hm  of  transitory  duration  ;  eince  by  depressing  profits 
and  interest,  it  would  either  diniiiiieh  by  a  correiiponding 
nmonnt  the  eavingrs  which  would  be  made  tr<:)ni  income  in 
the  year  or  two  following,  or  it  would  cause  an  equivalent 
amount  to  be  sent  abron<l,  or  to  be  wasted  in  rash  sjjccula- 
tions.  Neither,  on  the  other  band,  would  a  sudden  absttac- 
tion  of  capital,  unless  of  inordinate  anioimt,  have  any  real 
effect  in  impoverishing  the  country.  After  a  few  months 
or  years,  there  would  exist  in  the  country  just  as  much  ca]>- 
ital  as  if  none  had  been  talcen  away.  The  abstraction,  by 
raising  profits  and  interest,  would  give  a  fresh  stimulus  to 
the  accumnhitive  principle,  which  would  speedily  fill  up  the 
racuuui.  Probably,  indeed,  the  only  effect  that  would 
ensue,  would  be  that  for  some  time  afterwards  less  capital 
would  be  exported,  and  less  thrown  away  in  bazardoiifi 
speculation. 

In  the  first  place,  then,  this  view  of  things  greatly  weak- 
eue,  in  a  wealtliy  and  industrious  country,  the  force  of  the 
economical  argument  against  tlie  expenditure  of  public 
money  for  really  valuable,  even  tbongli  industriously  unpro- 
ductive, purposes.  If  for  any  gi-eat  object  of  justice  or 
philanthropic  policy,  such  as  the  industrial  regeneration  of 
Ireland,  or  a  comprehensive  measure  of  colonization  or  of 
public  education,  it  were  proposed  to  raise  a  large  sum  by 
way  of  loan,  politicians  need  not  demur  to  the  abstraction 
of  so  much  capital,  as  tending  to  dry  up  the  permanent 
sources  of  the  countr3'\s  wealth,  and  diminish  the  fund 
which  supplies  the  subsistence  of  the  labouring  population. 
TIic  utmost  ex])cnRe  wliicli  could  be  requisite  for  any  of 
these  puqjoses,  would  not  in  all  probability  deprive  one 
labourer  of  employment,  or  diminish  the  next  year's  pro- 
dnction  by  one  ell  of  cloth  or  one  bnshcl  of  grain.  In  poor 
countries,  the  capital  of  the  country  requires  the  legislator's 
eedulous  care  ;  he  is  bound  to  be  most  cautious  of  encroach- 
ing upon  it,  and  slionld  favour  to  the  utmost  its  accumulation 
at  iioiue,  and  its  introdnction  from  abroad.     But  in  rich, 
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popiilons,  and  highly  cnlrivat€<i  countries,  it  is  not  cftjiital 
wliich  is  the  deficient  element,  but  fertile  land ;  aiid  what 
the  legislator  should  desire  and  promote,  is  not  a  jrreater 
aggregate  saving,  but  a  greater  retiini  to  savings,  either 
by  improved  cultivation,  or  by  access  to  the  produce  of 
more  fertile  lands  in  other  parts  of  the  globe.  In  such 
countries,  the  government  may  take  any  moderate  portion 
of  the  capital  of  the  country  and  expend  it  as  revenue, 
without  affecting  the  national  wealtli :  the  whole  being 
either  drawn  from  that  p<jriiou  of  the  annual  savings  which 
would  otherwise  be  sent  abroad,  or  being  subtracted  from 
the  unproductive  expenditure  of  individuals  for  tlie  next 
yeai*  or  two,  since  every  million  spent  makes  room  for 
another  million  to  be  saved  before  reaching  the  overflowing 
point.  When  the  object  in  view  is  worth  the  sacrifice  of 
such  an  amount  of  the  expenditure  that  fumislies  the  daily 
enjoyments  of  the  people,  the  only  well-grounded  economi- 
cal objection  against  taking  the  necessary  funds  directly 
from  cajutal,  consists  of  the  inconveniences  atteniling  the 
process  of  raising  a  revenue  by  taxation,  to  pay  the  interest 
of  a  debt. 

The  same  considerations  enable  us  to  throw  aside  aa 
unworthy  of  regard,  one  of  the  common  arguments  against 
emigration  as  a  means  of  relief  for  the  labouring  class. 
Emigration,  it  is  said,  can  do  no  good  to  the  labonrcre,  if, 
in  order  to  defray  the  cost,  as  much  nmst  be  taken  away 
fVom  the  capital  of  the  country  as  from  its  population. 
That  anything  like  this  proportion  could  require  to  be  ab- 
eti'acted  from  cajiital  for  the  purpose  even  of  the  n^ost  ex- 
tensive colonization,  few,  I  should  think,  would  now  assert : 
but  even  on  that  imtenable  supposition,  it  is  an  error  to 
suppose  that  no  benefit  would  be  conferred  on  the  labouring 
class.  If  one-tenth  of  the  labouring  people  of  England  were 
transferred  to  the  colonies,  and  ahmg  with  them  one-tenth 
of  the  circulating  capital  of  tho  (•oiintry,  cither  wages,  or 
profits,  or  both,  would  be  greatly  benefited,  by  the  dimin- 
ished presstu^  of  capital  and  population  upon  tlie  fertility  of 
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the  land.  There  would  be  a  reduced  demand  for  food  :  the 
inferior  arable  landa  would  be  thrown  out  of  miltivation, 
and  would  become  pasture ;  the  superior  would  be  cul- 
tivated leds  highly,  but  with  a  greater  proportional  return  ; 
food  wonlti  be  towered  in  price,  and  though  money  wages 
would  not  rise,  every  labourer  would  be  conf^iderably  im- 
proved in  cinminstaiices ;  an  improvenu;nt  which,  if  no 
increased  stimulus  to  population  and  fall  of  wages  ensued, 
would  be  permanent ;  while  if  there  did,  profits  would  rise, 
and  accumulation  start  forward  so  as  to  repair  the  loss  of 
capital.  Tlie  landlords  alone  would  sustain  some  loss  of 
income ;  and  even  they,  only  if  colonization  went  to  the 
length  of  actually  diminishing  capital  and  population,  but 
not  if  it  tnerely  carried  off  the  annual  iucrcaBe. 


§  2.  From  the  same  principles  we  are  now  able  to 
arrive  at  a  final  conclusion  resjtecting  the  effects  which 
machinery,  and  generally  the  sinking  of  capital  for  a  pro- 
ductive pui-j^tose,  produce  upon  the  immediate  and  ultimate 
interests  of  the  labovjring  class.  Tlic  characteristic  property 
■of  this  class  of  inJiiBtrial  hnprovemcnts  is  the  conversion  of 
<drculating  capital  into  fixed  :  and  it  was  shown  in  the  tirst 
Book,*  that  in  a  country  where  capital  accumulates  slowly, 
the  introduction  of  machinery,  permanent  improvements  of 
land,  and  the  like,  might  be,  for  the  time,  extremely  inju- 
rious; since  the  capital  so  employed  might  be  directly 
taken  from  the  wages  fund,  the  Rubsistence  of  the  people 
and  tho  employment  for  labour  curtailed,  and  the  gross 
annual  produce  of  the  country  actually  diminished.  But  in 
a  country  of  great  annual  sa\ingB  and  low  profits,  no  such 
effects  need  be  apprehended.  Since  even  the  emigration 
■of  capital,  or  its  un]>roductive  expenditure,  or  its  absolute 
waste,  do  not  in  such  a  country,  if  confined  within  any 
moderate  bounds,  at  all  diminish  the  aggregate  amount  of 
tlie  wages  tnnil — stilJ  less  can  the  mere  conversion  of  a  like 
«um  into  fixed  capital,  which  continues  to  be  productive,  have 

•  Supra,  voL  i,  y.  U». 
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tliat  effect.  It  merely  draws  off  at  one  oritice  what  was 
already  flowing  out  at  anotlier  ;  or  if  not,  the  gi-eater  vacant 
space  left  iu  tlie  reservoir  does  but  canse  a  greater  <iuantity 
to  flow  in.  Accordingly,  iu  Bpite  of  the  mischievous  de- 
rangements of  the  money-market  which  have  been  occa- 
sioned by  the  great  sums  in  procees  of  being  sunk  in  rail- 
ways, I  cannot  agree*  with  those  who  apprehend  any  mls- 
cliiefj  from  this  source,  to  the  productive  resources  of  the 
conntry.  Not  on  the  absurd  ground  (which  to  any  one  ac- 
quainted ^\^th  the  elements  of  the  subject  needs  no  confuta- 
tion) that  railway  expenditure  is  a  mere  transfer  of  capital 
from  hand  to  hand,  by  which  nothing  is  lost  or  destroyed. 
This  is  true  of  what  is  spent  in  the  purchase  of  the  land  ;  a 
portion  too  of  what  is  paid  to  parliamentary  agents,  counsel, 
engineers,  and  surveyors,  is  saved  by  those  who  receive  it^ 
and  becomes  capital  again  :  but  what  is  laid  out  in  the 
bond  fide  construction  of  the  railway  itself,  is  lost  and  gone  ; 
when  once  expended,  it  is  incapable  of  ever  being  paid  in 
wages  or  applied  to  the  maintenance  of  labourers  again  ;  as 
a  matter  of  account,  the  result  is  that  so  much  fuod  and 
clothing  and  tools  have  been  consumed,  and  the  country 
has  got  a  railway  instead.  But  what  I  would  urge  is,  that 
Bums  so  applied  arc  mostly  a  mere  appropriation  of  the  an- 
nual overflowing  which  would  otherwise  have  gone  abroad, 
or  been  thrown  away  unprofitably,  leaving  neither  a  rail- 
way nor  any  other  tangible  result.  The  railway  gambling 
of  1844  and  1845  probably  saved  the  country  fi*om  a  de- 
pression of  profits  and  interest,  and  n  rise  of  all  jmhlie  and 
private  securities,  which  would  have  engendered  still  wilder 
speculations,  and  when  the  effects  came  afterwards  to  be 
complicated  by  the  scarcity  of  food,  would  have  ended  in  a 
still  more  formidable  crisis  than  was  experienced  in  the 
years  immediately  following.  In  the  poorer  countries  of 
Europe,  the  rage  for  railway  constrnction  might  have  had 
worse  consequences  than  in  England,  were  it  not  that  in 
those  countries  euch  enterprises  are  in  a  great  measure 
carried  on  by  foreign  capital.     Tlie  railway  operations  of 
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the  varions  nations  of  the  world  may  be  looked  njwn  aa 
a  sort  of  competition  for  the  ovei'flowiug  capital  of  the 
comitricfi  where  profit  is  low  and  caj^ital  alnindant,  as  Eng- 
land and  Holland.  The  English  raiiway  fipeeulations  are  a 
struggle  to  keep  our  annual  iiierease  of  capital  at  home ; 
those  of  foreign  conntries  are  an  effort  to  obtain  it.* 

It  already  a^ipeare  frura  these  considerations,  that  the 
conversion  of  cireulating  capital  into  tixed,  whether  by 
railways,  or  manufactories,  or  ships,  or  niucliinery,  or 
canals,  or  mines,  or  works  of  drainage  and  irrigation,  is  not 
likely,  m  any  rich  conntry,  to  diminish  the  gross  prodnce 
or  the  amount  of  employment  for  lahom*.  IIow  mneh  then 
is  the  case  strengthened,  when  we  consider  that  these  trans- 
formations of  capital  are  of  the  nature  of  improvements  in 
prodnction,  which,  instead  of  ultimately  diminishing  circula- 
ting capital,  are  the  necessary  conditions  of  its  increase,  since 
thoy  alone  enable  a  country  to  possets  a  constantly  aug- 
mfuting  capital,  without  reducing  profits  to  the  rate  which 
would  cause  accumulation  to  stop.  There  is  liardly  any  in- 
crease of  fixed  capital  which  does  not  enable  the  country  to 
contain  eventually  a  larger  circulating  ea]>ital,  than  it  other- 
wise could  possess  and  employ  within  its  own  limits  ;  for 
tlicre  is  hardly  any  creation  of  fixed  capital  which,  when  it 
proves  successful,  does  not  cheapen  the  articles  on  which 
wages  are  habitually  expi-nded.  All  capital  sunk  in  the 
permanent  improvement  of  land  lessens  the  cost  of  food  and 
materials;  almost  all  improvements  in  raachineiy  cheapen 
tlie  labourer's  clothing  or  lodging,  or  the  tools  with  which 
these  are  made;  improvements  in  locomotion,  such  as  rail- 
ways, cheapen  to  the  eo?isumer  all  things  which  are  brouglit 
from  a  distance.  All  these  improvements  make  the  labour 
era  better  off  with  the  same  money  wtiges,  better  off  if  they 
do  not  increase  their  rate  of  multiplication.     But  if  they  do, 

•  II  ia  hardly  needful  to  poitit  out  how  fiiHy  the  remarks  in  the  text  (which 

I  have  left  m  they  originally  atood)  have  been  verified  by  tmbseciiient  facti.    The 

capital  of  the  country,  far  from  having  hcpii  in  any  degree  iiiipaircd  l>y  the  laige 

uiiouat  Buak  In  lailway  couatiuclloti,  was  soou  again  overflowing. 
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and  wages  consequently  fall,  at  least  profits  rise,  and,  while 
accumulation  receives  an  immediate  stimulus,  room  is  made 
for  a  greater  amount  of  capital  before  a  sufficient  motive 
arises  for  eeuding  it  abroad.  Even  the  improvements  which 
do  not  cheapen  the  things  consnmed  by  the  labourer,  and 
wliieli,  therefore,  do  not  raise  profits  nor  retain  capital  in 
the  country,  uevei-tbelcss,  as  we  have  seen,  by  lowering 
the  minimnna  of  profit  for  which  people  will  ultimately  con- 
sent to  save,  leave  an  ampler  margin  than  }>revionsly  for 
eventual  accumulation,  before  arriving  at  the  stationary, 
state. 

"We  may  conclude^  then,  that  improvements  in  produc- 
tion, and  emigration  of  capital  to  the  more  fertile  soils  and 
unworked  mines  of  the  uninhabited  or  thinly  peojiled  parts 
of  the  globe^  do  not,  as  appears  to  a  superficial  view,  dimin- 
ish the  gross  produce  and  the  demand  for  labour  at  home, 
but,  on  the  contrary,  are  wliat  we  liave  chiefly  to  depend  on 
for  increasing  both,  and  are  even  the  necessary  conditions  of 
any  great  or  prolonged  augmentation  of  either.  Nor  is  it 
any  exaggeration  to  say,  that  within  certain,  and  not  very 
narrow,  limits,  the  more  capital  a  comitry  like  England 
expends  in  these  two  ways,  tlie  more  she  will  have  left. 


CHAPTEE  VI. 


OP  THE  STATIONARY  STATE. 


§  1.  The  preceding  chapters  compriee  the  general 
tlieory  of  the  economical  progress  of  society,  in  the  sense 
in  wliinh  those  termri  are  eommonlv  understood ;  the  prog- 
ress of  capital,  of  population,  and  of  the  productive  arts. 
Bnt  in  contemplating  any  progressive  movement,  not  in  its 
nature  unlimited,  the  mind  is  not  satisfied  with  merely  trac- 
ing the  laws  of  the  movement ;  it  cannot  but  ask  the  iurther 
question,  to  what  goal  ?  Towards  what  ultimate  point  is 
society  tending  by  its  industrial  progress  ?  Wlien  the  prog- 
ress ceases,  in  what  condition  are  we  to  expect  that  it  will 
leave  mankind  3 

It  most  always  have  been  seen,  more  or  less  distinctly, 
by  political  economists,  that  the  increase  of  wealth  is  not 
boundless:  that  at  the  end  of  what  they  term  the  pro- 
gressive state  lies  the  stationary  state,  that  all  progress  in 
wealth  is  but  a  jwatponement  of  this,  and  that  each  step  in 
advance  is  an  appniach  to  it.  "We  have  now  been  led  to 
recognize  tbat  this  ultimate  goal  is  at  all  times  near  enough 
to  be  fviUy  in  view ;  that  wk  are  always  on  the  vei^e  of  it, 
and  that  if  we  have  not  reached  it  long  ago,  it  is  because 
the  goal  itself  flies  before  us.  Tlie  richest  and  most  pros- 
perous coxmtrics  would  very  soon  attain  the  stationary 
state,  if  no  furtlier  improvements  were  made  iu  the  pro- 
ductive arts,  and  if  there  were  a  9U8j>enBi(m  of  the  overflow 
of  ca]>it.al  from  those  countries  into  the  uncultivated  or  ill- 
cii]ti%'Atcd  regions  of  the  earth. 
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This  impossibility  of  ultimately  avoiding  the  Btntionary 
state — this  irresistible  necessity  that  the  stream  of  human 
industry  shoulit  finally  spread  itself  out  into  an  ajuiarently 
stagnant  sea — must  have  been,  to  the  political  eeouoniists 
of  the  last  two  generations,  an  unpleaeing  and  discouraging 
prospect ;  for  the  tone  and  t^3ndency  of  tlieir  speculations 
goes  completely  to  identify  all  tliat  is  ecommaically  desirable 
with  the  progressive  state,  and  with  that  alone.  Witli  Mr. 
M'CuUoch,  for  example,  prosperity  does  not  mean  a  large 
production  and  a  good  distribution  of  wealth,  but  a  rapid 
increase  of  it ;  his  test  of  prosperity  is  high  profits  ;  and  as 
the  tendency  of  that  very  increase  of  wealth,  which  he  calls 
prosperity,  is  towards  low  profits,  eeononiical  progress,  ac- 
eordijig  to  lurn,  must  tend  to  the  extinction  of  prospeiity. 
Adam  Smith  always  assumes  that  the  condition  of  the  mass 
of  tlie  people,  though  it  may  not  be  positively  distressed, 
must  be  pinched  and  stinted  in  a  stationary  condition  of 
wealth,  and  can  only  be  satisfactor}*  in  a  progressive  state. 
The  doctrine  tliat,  to  however  distant  a  time  incessant 
struggling  may  put  off  our  doom,  the  progress  of  society 
must  "end  in  shallows  and  in  miseries,"  far  tVoni  being,  as 
many  people  still  believe,  a  wicked  invention  of  Mr.  Mal- 
thua,  was  either  expressly  or  tacitly  affirmed  by  his  most 
distinguished  predecessors,  and  can  only  be  successfully 
combated  on  his  jiriiu'ijiles.  Before  attention  had  been 
directed  to  the  principle  of  population  as  thu  active  force  in 
determining  the  remuneration  of  labour,  the  increase  of 
mankind  was  virtually  treated  as  a  constant  quantity  :  it 
was,  at  all  events,  aesumetl  that  in  the  natural  and  normal 
state  of  human  aflairs  i>opulation  must  constantly  increase, 
from  which  it  followed  that  a  constant  increase  of  the  means 
of  support  was  essential  to  the  physical  comfort  of  the  mafiS 
of  mankind.  Tlie  publication  of  Mr.  Malthus'  Essay  is  the 
era  from  which  better  views  of  this  subject  must  be  dated  ; 
and  notwithstanding  the  acknowledged  errors  of  his  first 
edition,  few  writers  have  done  more  than  himself,  in  the 
8ubser]uent  editions,  to  promote  these  justcr  and  more  hope- 
I'ul  anticipations. 
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Even  in  a  progressive  state  of  capital,  in  old  conntries,  a 
conBcientious  or  prudential  restraint  on  population  is  indi^ 
pensable,  to  prevent  the  increase  of  numbers  from  outstrip- 
ping tlie  increase  of  capital,  and  tlie  condition  of  the  classes 
wiio  are  at  the  bottom  of  Bocietr  from  being  deteriorated. 
Wliere  there  is  not,  in  the  people,  or  in  some  very  large  pro- 
portion of  them,  a  resolute  resistance  to  this  deterioration— 
a  deterraiuation  to  preserve  an  cstablislied  standard  of  com- 
fort— the  condition  of  the  p»x>reet  class  sinks,  even  in  a  pn> 
gre^eive  state,  to  the  lowest  point  which  tliey  will  consent 
to  endure.  The  same  detennination  would  be  equally 
effectual  to  keep  up  their  condition  in  the  stationary  state, 
and  would  be  quite  as  likely  to  exist.  Indeed,  even  now. 
the  countries  in  which  the  greatest  prudence  is  manifested 
in  the  regulating  of  ix)pulation,  are  often  tliose  in  which 
capital  increases  least  rapidly.  Where  there  is  an  indefinite 
l>ro8pect  of  employment  for  increased  numbers,  there  is  apt 
to  appear  less  necessity  for  prudential  restraint.  If  it  were 
evident  that  a  new  hand  could  not  obtain  employment  but 
by  displacing,  or  succeeding  to,  one  already  employed,  the 
combined  influences  of  pradence  and  pubHc  opinion  might  in 
some  measure  be  relied  on  for  restricting  the  coming  genera- 
tion within  tlie  numbers  necessary  for  replacing  the  present. 

§  2.  I  cannot,  therefore,  regard  the  stationary  state  of 
capital  and  wealth  with  the  unaffected  aversion  so  generally 
manifested  towards  it  by  political  economists  of  the  old 
school.  I  am  inclined  to  believe  that  it  would  be,  on  the 
whole,  a  very  considerable  improvement  on  our  present 
eoudltiou.  I  confess  I  am  not  channed  witli  the  ideal  of 
life  huld  out  by  those  who  think  that  Uie  normal  state  of 
Imraan  beings  is  that  of  struggling  to  get  on  ;  that  the 
trampling,  crushing,  elbowing^  and  treading  on  each  other's 
lieels,  which  form  the  existing  type  of  social  life,  are  the 
most  desirable  lot  of  human  kind,  or  aiiytliing  but  the  dis- 
agreeable syuiptoms  of  one  of  the  phases  of  industrial  prog- 
ress.    The   northern  and   middle  states  of  America  are  a 
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Specimen  of  this  sta^e  of  civilization  in  very  favourable  cir- 
cumstances ;  having,  apparently^  got  rid  of  all  t><x.ial  injust- 
ices and  inequalities  that  affect  persons  of  Caucasian  race 
and  of  the  male  sex,  while  the  proportion  of  population  to 
capital  and  laud  is  such  as  to  ensure  abundance  to  every 
able-bodied  member  of  the  community  who  does  not  foi*feit 
it  by  misconduct.  They  have  the  six  points  of  Chartism, 
and  they  have  no  poverty  :  and  all  that  these  advantages 
seeui  to  have  yet  done  for  them  (notwithstanding  some 
incipient  signs  of  a  better  tendency)  is  that  the  life  of  the 
whole  of  one  sex  is  devoted  to  dollar-hanting,  and  of  the 
other  to  l»recding  dollar-hunters.  This  is  not  a  kind  of 
social  perfection  wliich  philiuithropists  to  come  will  feel  any 
ver^'  eager  desire  to  assist  iu  realizing.  Most  fitting,  indeed, 
is  it,  that  while  riches  are  power,  and  to  grow  as  rich  as  pos- 
sible  the  universal  object  of  ambition,  the  path  to  its  attaiu- 
tneut  should  be  open  to  all,  without  favour  or  partiality. 
But  the  best  state  for  hamau  nature  is  that  in  which,  while 
no  one  is  poor,  no  one  desires  to  be  richer,  nor  has  any 
reason  to  fear  being  tbrurit  back,  by  the  efforts  of  others  to 
push  themselves  forward. 

That  the  energies  of  mankind  should  be  kept  in  em- 
ployment by  the  struggle  for  riciies,  as  they  were  formerly 
by  the  struggle  of  war,  until  tlie  bettor  ravnds  succeed  in 
educating  the  others  into  better  things,  is  undoubtedly 
more  desirable  than  that  they  should  rust  and  stagnate. 
While  minds  are  coarse  they  require  coarse  stimuli,  and 
let  them  have  them.  In  the  meantime,  those  wlio  do  not 
accept  the  present  very  early  stage  of  human  improvement 
as  its  ultimate  type,  may  he  excused  for  being  eom[)aratively 
indiflerent  to  the  kind  of  economical  progress  which  excites 
the  congratulations  of  ordinary  puliticiaiis ;  the  mere  in- 
crease of  production  and  ticcumultttiou.  For  the  safety  of 
national  inJepuudenee  it  is  essential  that  a  country  sliould 
not  fall  much  behind  its  neighbours  in  these  things.  But  in 
themselves  they  are  of  little  importance,  so  long  as  either  the 
increase  of  population  or  anything  else  prevents  the  mass  of 
41 
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the  people  from  reaping  any  part  of  tlie  benefit  of  them.  1 
know  not  why  it  Bhould  be  matter  of  eoiigiat illation  tliat 
l>ci'ss0us  wbo  are  alroaily  riclier  than  any  one  ncodb  to  be, 
elionld  Lave  doubled  tlieir  means  of  consuming  things  wbicli 
give  Httle  or  no  pleasnre  except  as  repreeentative  of  wealth  ; 
or  that  numbers  of  individuals  sliould  pass  over,  every  year, 
from  the  iniddle  classes  into  a  richer  claps,  or  from  the  class 
of  the  occupied  rich  to  that  of  the  unoccupied.  It  is  only 
in  the  backward  countries  of  the  world  that  increased  pro- 
duction is  still  an  important  object :  in  those  most  advan^red, 
what  is  economically  needed  is  a  better  distribution,  of 
which  one  indispensable  means  is  a  stricter  restraint  on  popu- 
lation. Levelling  institutions,  eitlier  of  a  jnst  or  of  an 
unjust  kind,  cannot  alono  accomplish  it ;  they  may  lower 
the  heights  of  R>ciety,  Imt  they  cannot,  of  themselves,  per- 
manently raise  the  depths. 

On  the  other  handj  we  may  suppose  this  better  distribu- 
tion of  property  attained^  by  the  joint  effect  of  the  prudence 
and  frugality  of  individuals,  and  of  a  system  of  legislation 
favouring  equality  of  fortunes,  so  far  as  is  consistent  with 
the  just  claim  of  the  individual  to  the  fruits,  whether  great 
or  small,  of  his  or  lier  own  industry.  "We  may  suppose,  for 
instannc,  (according  to  the  suggestion  thrown  out  in  a  for- 
mer cliaptcr,*)  a  limitation  of  the  sum  which  any  one  per- 
son may  acquire  by  git^  or  inlientauce,  to  the  amount  suffi- 
cient  to  constitute  a  moderate  independence.  Under  this 
twofold  influence,  society  would  exhibit  these  leading  fea- 
tures :  a  well-paid  and  affluent  body  of  labourers ;  no  enor- 
mous fortunes,  except  what  were  earned  and  accumulated 
during  a  single  lifetime ;  but  a  much  larger  body  of  persons 
than  at  present,  not  only  exempt  from  the  coarser  toils,  but 
with  sulticient  leisure,  both  physical  and  mental,  from  me- 
chanical details,  to  cultivate  freely  the  graces  of  life,  and 
afford  examples  of  them  to  the  classes  less  favourably  cir- 
cumstanced for  their  growth.  This  condition  of  society,  so 
greatly  preferable  to  the  present,  is  not  only  perfectly  com- 

•  Rupm,  vol.  I.  pp.  286-91. 
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patible  with  tlie  ?tatumarv  i^tate,  but,  it  would  scetn,  more 
natiirallj^'  allied  with  that  state  than  with  any  other. 

There  is  room  hi  the  world,  no  doubt,  and  even  in  old 
eonntries,  for  a  great  increase  of  population,  supposing  tlie 
arts  of  life  to  go  on  improving,  and  capital  to  increase. 
But  even  if  innocuous,  I  confess  I  see  vGvy  little  reason  for 
desiring  it.  Tlie  density  of  population  necessary  to  enable 
mankind  to  obtain,  in  the  greatest  degree,  all  tlie  advan- 
tages both  of  co-operation  and  of  social  inteitourse,  has,  in  all 
the  most  populous  countries,  been  attained.  A  population 
may  be  too  crowded,  thougli  all  be  amply  supplied  with 
food  and  raiment.  It  is  not  good  for  man  to  be  kept  per- 
force at  all  tirucJs  in  the  presence  of  his  species.  A  world 
from  which  solitude  is  extirpated,  is  a  very  poor  ideal. 
Solitude,  in  the  sense  of  being  often  alone,  is  essential  to 
any  depth  of  meditation  or  of  character  ;  and  solitude  in 
the  prejiencc  of  natural  beauty  and  grandeur,  is  the  cradle 
of  thoughts  and  aspirations  which  are  not  only  good  for  the 
individual,  but  which  society  could  ill  do  without.  Nor  is 
there  much  satisfaction  in  contemplating  the  world  with 
nothing  left  to  tiie  spontaneous  activity  of  nature ;  with 
every  rood  of  land  brought  into  cultivation,  whicli  is  capable 
of  growing  food  for  human  beings ;  even,*  flowery  waste  or 
natural  pasture  ploughed  up,  all  quadrupeds  or  birds  which 
are  not  domesticated  for  man^s  use  extcritninated  as  his 
rivals  for  food,  every  hedj^erow  or  superfluous  tree  rooted 
out,  and  scarcely  a  place  left  where  a  wild  shrub  or  flower 
could  grow  without  being  eradicated  as  a  weed  in  the  name 
of  improved  agi'iculturc.  If  the  earth  must  lose  that  great 
portion  of  its  pleaKantncse  which  it  owes  to  things  that  the 
unlimited  increase  of  wealth  and  population  woiild  extirpate 
from  it,  for  tlie  mere  purpose  of  enai)ling  it  to  support  a 
larger,  but  not  &  better  or  a  happier  population,  I  sincerely 
hope,  for  tlie  sake  of  posterity,  that  they  will  be  content  to 
be  fitationaiy,  long  before  n*!cessity  compels  them  to  it. 

It  ia  scarcely  necessaiy  to  remark  that  a  stationary  condi- 
tion of  capital  and  population  implies  no  stationary  state  of 


human  improvement.  Tliere  would  be  as  much  scope  as 
ever  for  all  kinds  of  mental  culture,  and  moral  and  social 
progrcee ;  as  ranch  room  for  improving  the  Art  of  Living, 
and  much  more  likelihood  of  its  bemg  improved,  when 
minds  ceased  to  be  engrossetl  by  the  art  of  getting  on. 
Even  tlic  industrial  arts  might  be  as  earnestly  and  afi  sue- 
ccBfifuliy  cultivated,  witli  this  sole  difference,  that  instead  of 
serving  no  purpiisc  but  the  increase  of  wealth,  industrial 
improvements  would  produce  their  legitimate  effect,  that  of 
abridging  labour.  Hitherto  it  is  questionable  if  all  the 
mechanical  inventions  yet  made  have  lightened  the  dayV 
toil  of  any  liuman  being.  Tliey  bare  enabled  a  greater 
population  to  live  the  same  life  of  drudi^ery  and  imjirison- 
ment,  and  an  increased  number  of  manufacturei's  and  others 
to  make  fortunes.  Tliey  have  increased  the  comforts  of  the 
middle  classes.  But  tliey  have  not  yet  begun  to  effect  those 
great  changes  in  human  destiny,  which  it  is  in  their  nature 
and  in  their  futurity  to  accomplish.  Only  when,  in  addi- 
tion  to  just  institutions,  the  increase  of  mankind  shall  be 
under  the  deliberate  guidance  of  judicious  foresight,  can  the 
conquests  made  from  the  ]>owei*s  of  nature  by  the  intellect 
and  energy  of  scientific'  diseoverere,  become  the  common  pro- 
perty of  the  species,  and  the  means  of  improving  and  eleva- 
ting the  universal  lot- 


g  1,  The  observations  in  the  preceding  chapter  had  for 
their  principal  object  to  deprecate  a  false  ideal  of  human 
society.  Their  applicAbility  to  the  practical  purposes  of 
present  times,  consists  in  moderating  the  inordinate  impor- 
tance attached  to  tlie  mere  increase  of  production,  and  fixing 
attention  upon  iinproved  distribution,  and  a  large  remu- 
neration of  labour,  as  the  two  desiderata.  Wliether  the 
aggregate  produce  increases  absolutely  or  not,  is  a  thing  in 
which,  after  a  certain  amount  has  been  obtained,  neither 
t!ie  legislator  nor  the  philanthropist  need  feel  any  strong 
interest :  but,  that  it  should  increase  relatively  to  the  num- 
ber of  those  who  share  in  it,  is  of  tlie  utmost  po&sililt^  im- 
portance ;  and  this,  (whether  the  wealth  of  mankind  bo 
stationary,  or  increasing  at  the  moat  rapid  rate  ever  known 
in  an  old  conntrv,)  must  depend  on  the  opinions  and  habits 
of  the  most  numerous  class,  the  class  of  manual  labourers. 

When  I  s]>eak,  either  in  this  place  or  elsewhere,  of  "  tho 
laliouring  classes,"  or  of  laliourers  as  a  "  class/'  I  use  those 
phrases  in  compliance  witJi  custom,  and  as  descriptive  of 
an  existing,  but  by  no  means  a  necessary  or  permanent, 
state  of  social  relations.  I  do  not  rof.of^nize  as  eltlier  just  or 
salutary,  a  state  of  society  in  wiiich  there  is  any  ''  claas^' 
which  is  not  labouring ;  any  human  beings,  exempt  from 
bearing  tlicir  share  of  the  nccc&san'  Uibuurs  of  htnnan  life, 
except  those  uuablu  to  labour,  or  who  have  fairly  earned 
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rest  by  previoufl  toil.  So  long,  Iiowever,  as  tlie  great  social 
evil  cxifite  of  a  non-iabourin^  class,  labourers  also  eonstittite 
a  class,  and  may  be  6^>okeii  of,  though  only  provisionally, 
in  that  olmractor. 

Considered  in  its  moral  and  social  aspect,  the  state 
of  tbt'  labouring  people  bae  latterly  been  a  subject  of  much 
more  speculation  and  discussion  tlian  formerly;  and  the 
opinion,  that  it  is  not  now  what  it  ought  to  be,  has  become 
very  general.  The  suggestions  which  have  been  promul- 
gated, and  the  controversies  which  have  been  excited,  on 
detached  points  rather  than  on  the  foundations  of  the  sub- 
ject, have  put  in  evidence  the  existence  of  two  conflicting 
theories,  respecting  tlie  social  position  desirable  for  manual 
labourers.  The  one  may  be  called  the  theory  of  depend- 
ence and  protection,  the  other  that  of  self-dependence. 

According  to  the  former  theory,  the  lot  of  the  poor,  in 
all  things  which  aftect  them  collectively,  should  be  regula- 
ted for  them,  not  hy  them.  Tliey  should  not  be  required 
or  encouraged  to  think  for  themselves,  or  give  to  their  own 
reflection  or  forecast  an  influential  voice  in  the  determina- 
tion of  their  destiny.  It  is  sujiposed  to  he  the  duty  of  the 
higher  classes  to  think  for  them,  and  to  take  the  responsi- 
bility of  their  lot,  as  the  commander  and  ofticciB  of  an  army 
take  that  of  the  soldiers  composing  it.  This  function,  it  is 
contended,  the  higher  classes  should  prepare  themselves  to 
perform  conscientiously,  and  their  whole  demeanour  should 
impress  the  poor  with  a  reliance  on  it,  in  order  that,  while 
yielding  passive  and  active  obedience  to  the  rules  prescribed 
for  them,  they  n;ay  resign  themselves  in  all  other  respects 
to  a  trustful  iiuiouciance^  and  repose  under  the  shadow  of 
their  protectors.  The  relation  between  rich  and  jioor,  nc- 
coi*ding  to  this  theory,  (a  theory  also  applied  to  the  relation 
between  men  and  women)  should  be  only  partly  authorita- 
tive ;  it  should  be  amiable,  moral,  and  sentimental :  aflcc- 
tionate  tutelage  on  the  one  side,  respectful  and  grateful  def- 
erence on  the  other.  Tlie  rich  sliould  be  in  loco  parentiJf 
to  the  pooVy  guiding  and  restraining  them  like  diildren. 
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Of  Bpootaneous  action  on  their  part  there  slionld  be  no 
need.  Tliej  should  be  called  on  tor  nothing  but  to  do  their 
day's  work,  and  to  be  moral  mid  religions.  Their  morality 
and  religion  should  be  provided  tor  tbera  by  their  superiors, 
who  should  6oe  them  properly  tauglit  it,  and  shonld  do  all 
that  is  necessary  to  ensure  their  being,  in  return  for  lalmur 
and  attachment,  properly  fed,  elutUed,  housed,  fipiritually 
editied,  and  innocently  amused. 

This  is  the  ideal  of  the  future,  in  the  minds  of  thoeo 
whose  dissatisfactioa  with  the  Present  assumes  the  Ibrm  of 
affection  and  regret  towards  the  Past.  Like  other  ideals,  it 
exercises  an*  unconscious  influence  on  the  opinions  and  senti- 
raentti  of  numbers  who  never  consciously  gul<le  themselves 
by  any  ideal.  It  has  also  ttiis  iu  common  with  other  ideals, 
that  it  has  never  been  historically  realized.  It  makes  its 
appeal  to  our  imaginative  s^Tupathies  in  the  character  of  a 
reatoratio!!  of  the  good  times  of  our  forefathers.  But  no 
times  can  be  pointed  out  in  which  the  liiglier  classes  of  this 
or  any  other  counti-y  pertbmiod  a  part  even  distantly  re- 
sembling the  one  assigned  to  them  in  this  theory.  It  is  an 
idealization,  grounde<l  on  the  conduct  and  character  of  liere 
and  there  an  hidividual.  All  privileged  and  powerful 
classes,  as  sueli,  have  used  their  power  in  the  interest  of 
their  own  selfishness,  and  have  indulged  their  self-impor- 
tance in  de.^]>ising,  and  not  in  lovingly  caring  for,  tho^e  who 
were,  in  their  estimation,  degraded,  by  being  iiinler  the 
necessity  of  working  for  their  benefit.  I  do  not  afiinii  that 
what  has  always  boeu  must  always  be,  or  thnt  liuman  im- 
provement has  no  tendency  to  con*ect  the  intensely  selfish 
feelings  engendered  by  j)ower ;  but  though  the  evil  may 
be  lessened,  it  cannot  be  eradicated,  until  the  power  itself  is 
withdrawn.  This,  at  least,  seems  to  me  undeniable,  that  long 
before  the  superior  classes  could  be  sufiiciently  improved 
to  govern  in  the  tutelary  manner  supposed,  the  iiilerior 
classes  would  be  too  much  improved  to  be  so  governeti. 

I  am  quite  sensible  of  all  that  is  seductive  in  the  picture 
of  eooiety  which  this  theory  presents.     TluMigh  the  facts  of 
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it  hare  no  prototype  in  the  past,  the  feelings  have.  In 
tliem  lies  all  that  there  is  of  reality  in  tlie  conception.  As 
the  idea  is  Gs&entially  repulsive  of  a  society  only  held  to- 
g(;tljLT  by  the  reluliona  and  (eelinga  arising  out  of  pecnniury 
interests,  so  there  is  something  naturally  attractive  in  a 
form  of  society  abounding  in  strong  personal  attachments 
and  disinterested  BGlf-<levotion.  Of  such  feelings  it  must  be 
admitted  that  the  relation  of  protector  and  protected  has 
hitherto  been  the  riehefet  sounic.  Thy  strongest  attachments 
of  human  beings  in  general,  are  towards  the  tilings  or  tlie 
persons  that  stand  between  them  and  8<jme  dreaded  evil, 
Ilcnce,  in  an  age  of  lawless  violence  and  insecurity,  and 
general  hardness  and  roughness  of  manners,  in  which  life  is 
beset  with  daiigei-s  and  sufferings  at  every  step,  to  those 
who  have  neither  a  commanding  position  of  their  o\vn,  nor 
a  claim  on  the  protection  uf  some  one  who  has — a  generons 
giving  of  protection,  and  a  grateful  receiving  of  it,  are  the 
strongest  tien  wliicli  eoiinfct  hnnum  beings;  the  feelings 
arising  from  that  rehitiim  are  their  %varmest  feelings  ;  all  the 
enthusiasm  and  tendemessof  themost  sensitive  natures  gather 
round  it ;  loyalty  on  the  one  yiart  and  chivalry  on  the  other 
are  principles  exalted  into  passions.  I  do  nut  desire  to  de- 
preciate these  qualities,  Tlie  error  lies  in  not  i>erceiviiig, 
that  these  virtues  and  sentiments,  like  the  clanshi]>  ;ind  the 
hospitality  of  the  wandering  Arab,  belong  emjihatically  to 
a  rude  luid  imj>erfect  state  of  the  social  union,  and  that  the 
feelings  between  protector  and  protected,  whether  between 
kings  and  subjects,  rich  and  j»oor,  or  men  and  women,  can 
no  longer  liave  this  beautiful  and  endenring  character, 
where  there  are  n*)  longer  any  serious  dangers  from  which 
to  protect.  What  is  there  in  the  present  state  of  society  to 
make  it  natural  that  human  beings,  of  orduiary  strength 
and  courage,  should  glow  with  the  warmest  gratitude  and 
devotion  in  retnrn  tor  ])rotection  if  Tlie  laws  protect  them, 
wherever  the  laws  do  not  criniinally  fail  in  their  duty.  To 
be  under  the  power  of  some  one,  instead  of  being  as  for- 
/KcrJ/  the  sole  condition  of  safety,  is  now,  Bpcaking  gen- 
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erally,  the  only  situation  which  exposes  to  grievous  wrong. 
Tlie  so-called  protectors  are  now  the  only  persons  against 
whom,  in  any  ordinary  ctrcu instances,  protection  is  needed. 
Tlie  bnitality  and  tyranny  with  which  every  police  report 
is  filled,  are  those  of  husbands  to  wives,  of  parents  to  ehil 
dren.  That  the  law  does  not  ])revent  these  atrocities,  that  it 
13  only  now  making  a  fii'st  timid  attempt  to  repress  and  pun- 
ish them,  is  no  matter  of  necessity,  but  the  deep  disgrace 
of  those  by  whom  the  laws  are  made  and  administered. 
No  man  or  woman  who  either  i)ossesses  or  is  able  to  eara 
an  independent  livelihood,  requires  any  other  protection 
than  that  which  the  law  could  and  ought  to  give.  Tiiis  be- 
ing the  case,  it  argues  great  ignorance  of  human  miture  to 
continue  taking  ibr  granted  tliat  relations  founded  on  pro- 
tection must  always  subsist,  and  not  to  see  that  the  assump- 
tion of  the  part  of  protector,  and  of  the  power  which  be- 
longs to  it,  without  any  of  the  neccHfiities  which  justify  it, 
must  engender  feelings  npposite  to  loyalty. 

Of  the  working  men,  at  least  in  the  more  advnnced 
countries  of  Europe,  it  may  be  pronowncetJ  certain,  that  the 
patriarchal  or  paternal  system  of  government  is  one  to 
wbicli  they  will  not  again  be  subject.  That  question  was 
decideti,  when  they  were  taught  to  read,  and  allowed  access 
to  newspapers  and  jiolitical  tracts;  when  diescnting  jtreacb- 
ere  were  suffered  to  go  among  them,  and  aj^pea!  to  their 
laciilties  and  feelings  in  opposition  to  the  creeds  prolesaed  and 
countenanced  by  their  »^upcriors ;  when  they  were  brought 
together  in  nundxM-s,  to  work  socially  under  the  same  roof; 
when  railways  enabled  them  Ut  shift  from  place  to  place,  and 
change  their  i^atrons  and  employers  a??  easily  as  their  coats  ; 
when  they  were  enc(nirafje<l  to  seek  a  share  in  tlie  govern- 
ment, by  means  of  tlic  electoral  franchise.  The  working 
classes  have  taken  their  interests  into  their  own  hands,  and 
are  perpetually  showing  that  they  think  the  interests  of 
their  empli»yer6  not  identical  with  their  o\vn,  but  opposite 
to  them.  Some  among  the  higher  classes  flatter  them- 
selves  that  tlie^  tendencies  may  be  eounteraeted  by  moral 
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and  religions  edncation ;  but  they  have  let  the  time  go  hy 
for  ^vi'ng  an  edncation  which  cau  serve  their  purpose. 
The  principles  of  the  Reformation  have  reached  as  low 
down  in  society  as  reading  and  writing,  and  the  poor  will 
not  much  longer  accept  morals  and  religion  of  other  i>eo- 
ple*8  prescribing.  I  speak  more  particularly  of  tins  country, 
especially  the  town  population,  and  the  districts  of  the  most 
scientific  agriculture  or  the  highest  wages,  Scotland  and  the 
north  of  England.  Among  the  more  inert  and  less  mod- 
ernized agricultural  population  of  the  southern  counties,  it 
might  be  possible  for  the  gentry  to  retain,  for  some  time 
longer,  something  of  the  ancient  deference  and  submission 
of  the  poor,  by  bribing  them  with  high  wages  and  constant 
employment ;  by  ensuring  thcra  support,  and  never  requir- 
ing them  to  do  anything  which  they  do  not  like.  Bnt 
thesw  are  two  conditions  which  never  have  been  combine<l, 
and  never  can  be,  for  long  together.  A  guarantee  of  sub- 
sistence can  only  be  practically  ke]>t  up,  when  work  is  eu- 
forcedj  and  superfluous  multiplication  restrained,  by  at  least 
a  moral  compulsion.  It  is  tlien,  that  the  wouid-be  revivers 
of  old  times  which  they  do  not  understand,  would  feel 
prac-tically  in  how  hojielees  a  task  they  vrere  engaged.  The 
whole  fabric  of  patriarchal  or  seignorial  influence,  attempted 
to  be  raised  on  the  foundation  of  caressing  tlie  poor,  would 
be  shattered  against  the  necessity  of  enforcing  a  stringent 
Poor-law. 


§  2.  It  is  on  a  far  other  basis  that  the  well-being  and 
well-doing  of  the  labouring  people  must  henceforth  rest. 
The  poor  have  come  out  of  leading-strings,  and  cannot  any 
longer  be  governed  or  treated  like  childi'cn.  To  their  own 
fpialities  must  now  be  commended^he  care  of  their  destiny. 
Modem  nations  will  have  to  learn  the  lesson,  that  the  well- 
Ijciug  ol"  a  people  must  exist  by  means  of  the  justice  and 
self-government,  the  htKaioa-vi^  and  atocfipotrvvrjy  of  the  indi- 
vidual citizens.  The  theory  of  dependence  attempts  to  dis- 
pcnse  with  the  necessity  of  these  cpialities  in  the  dependent 
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classes.  But  now,  when  even  iu  position  they  are  becoming 
less  and  less  dependent,  and  their  minds  less  and  less  Hcqiif 
ascent  in  tlie  degree  of  depenilence  which  remains,  iho 
virtues  of  independence  are  those  which  they  stand  in  need 
of.  Whatever  advice,  exhortation,  or  guidance  is  held  out 
to  the  labouring  classes,  must  henceforth  be  tendered  to 
them  as  equals,  and  accepted  with  their  eyes  oi>en.  The 
prospect  of  the  future  depends  on  the  degree  in  wliich  they 
L   can  be  made  rational  beings. 

■  There  is  no  reason  to  believe  that  prospect  other  than 
hopeful.  The  progress  indeed  has  hitherto  been,  and  still 
is,  slow.  But  there  is  a  spontaneous  education  going  on  in 
the  minds  of  the  multitude,  which  may  he  greatly  accelera- 
ted and  improved  by  artificial  aids.  I1»e  instnutiou  ob- 
tained from  newspaj>ers  and  political  tracts  is  not  the  best 
sort  of  instruction,  but  it  is  vastly  superior  to  none  at 
all.    The  institutions  for  lectures  and  discussion,  the  collec- 

■  tive  deliberations  on  questions  of  common  interest,  tlie 
trades  unions,  the  political  agitation,  all  serve  to  awaken 
public  spirit,  to  diffuse  variety  of  ideas  among  the  mass, 
and  to  excite  thought  and  reflection  in  the  more  intelligent. 
Although  the  too  early  attainment  of  political  franchises 
by  the  least  educated  class  might  retard,  instead  of  promot- 
ing, their  improvement,  there  can  he  little  doubt  that  it  has 
been  greatly  stimulated  by  the  attempt  to  acquire  theui.  In 
the  meantime,  the  working  classes  are  now  part  of  the  pub- 
lic ;  in  all  discussions  on  matters  of  general  interest  they,  or 
a  portion  of  them,  are  now  partakers ;  all  who  use  tlic 
press  as  an  instrument  nia^',  if  it  so  happens,  have  them 
for  an  audience ;  the  avenues  of  instruction  through  which 
the  middle  classes  a<*(]uire  such  ideas  as  they  have, 
are  ac(H*ssible  to,  at  least,  the  o]>eratives  in  the  towns. 
With  these  resources,  it  cannot  be  doubted  that  they  will 
increase  in  intelligence,  even  b}'  their  own  unaided  efforts ; 
while  there  is  reason  to  liojie  that  great  improveinents  both 
in  the  quality  and  quantity  of  school  education  will  be 
effected  by  the  exertions  either  of  government  or  of  indi* 
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viduals,  and  tlmt  tlie  progress  of  the  mass  of  the  people  in 
mental  cultivation,  and  iu  the  virtues  which  are  dependent 
ou  it,  will  take  place  uiure  rapidly,  and  with  fewer  inter- 
mitteiiees  and  aberrations,  than  if  left  to  itseli*. 

From  this  increase  of  intelUgent.'e,  several  effeets  may 
he  confidently  anticipated.  First :  that  they  will  bet-ome 
even  le&s  willing  than  at  present  to  be  led  and  governed, 
and  directed  into  the  way  they  should  go,  by  the  mere 
authonty  and  prestige  of  ^upen'ors.  If  they  have  not  now. 
Btiil  less  will  they  have  hereafter,  any  deferential  awe,  or 
religions  principle  of  obedience,  holding  them  in  mental 
Buhjection  to  a  class  above  them.  The  theory  of  depend- 
ence and  protection  will  be  more  and  more  intolerable  to 
tliein,  and  tiiey  will  require  that  their  conduct  and  con- 
dition shall  be  essentially  self-governed.  It  ia,  at  the  same 
time,  quite  possible  tliat  they  may  demand,  in  many  eases, 
the  intervention  of  the  legislatnre  in  their  affaire,  and  the 
regulation  by  law  of  various  things  which  concern  them, 
often  under  very  mistaken  ideas  of  tbeir  interest.  Still,  it 
is  their  own  will,  their  own  ideas  and  suggestions,  to  which 
tbev  will  demand  that  effect  should  be  given,  and  not  rules 
laid  down  for  them  by  other  people.  It  ie  quite  consistent 
with  this,  that  they  should  feel  respect  for  superiority  of 
intellect  and  knowledge,  and  defer  much  to  the  opinions, 
on  any  subject,  of  those  whom  they  think  M-ell  acquainted 
with  it.  Such  deference  is  deeply  grounded  in  hnman 
natui-e;  but  they  will  judge  for  themselves  of  the  persons 
wdio  are  and  are  not  entitled  to  it. 


§  3.  It  appears  to  me  impossible  but  that  the  increase 
of  intelligence,  of  education,  and  of  the  love  of  indepen- 
dence among  the  working  clifssee,  must  be  attended  with  a 
corresponding  growth  of  the  good  sense  which  manifests 
itself  in  provident  habits  of  conduct,  and  that  population. 
therefore,  will  bear  a  grndually  diminishing  ratio  to  capital 
and  employment.  Tliis  most  desirable  result  would  l>e 
much   accelerated   by  another  change,  which  lies  in   the 
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direct  line  of  the  beet  tendencies  of  the  time ;  the  opening 

■  of  industrial  occupations  freely  to  botli  sexes.  The  same 
reasons  which  make  it  no  longer  necessary  that  the  poor 
should  depend  on  the  rich,  maku  it  equally  unnecessary  tiiat 
women  should  depend  on  men,  and  the  lea^t  which  justice 
recpiircs  is  that  law  and  custom  sbouM  not  cuforec  depen- 
dence (when  the  correlative  protection  has  become  su])t;rtlu- 
ous)  by  ordaining  that  a  woman,  wlio  does  not  happen  to 
have  a  provision  by  inlieritance,  shall  have  scarcely  any 
means  open  to  her  of  gaining  a  livelihood,  except  as  a  wife 
and  mother.  Let  women  who  prefer  that  occupation, 
adopt  it ;  hut  that  there  should  be  no  option,  no  otiicr  ca/*- 
riere  possible  for  the  great  majority  of  women,  except  in  the 
humbler  departments  of  life,  is  a  flagrant  social  injustice. 
The  ideas  and  institutions  by  which  the  accident  of  sex  is 
made  the  groundwork  uf  an  inequality  of  legal  rights,  aud 
a  forced  dissimilarity  of  social  functions,  must  ere  long  bo 
recognised  as  the  greatest  hiudrtuice  to  moral,  social,  and 
even  intellu'ctual  improvement.  On  the^^resent  occasion  I 
shall  only  indicate,  among  the  probable  consequences  of  the 
industrial  and  social  indei>endence  of  women,  a  great  dimi- 
nution of  the  evil  of  ovcrpupulation.  It  is  by  <lcvoting 
one-half  of  the  human  species  to  that  exchisive  function,  by 

■  makmg  it  fill  the  entire  liie  of  one  sex,  and  interweave  itself 
with  almost  all  the  objects  of  the  other,  that  the  animal 
instinct  in  question  is  nursed  into  the  disproportionate  pre- 
ponderance which  it  has  hitherto  exercised  in  human  life. 

§  4.  The  political  consequences  of  the  increasing  power 
and  importance  of  the  operative  classes,  and  of  the  growing 
ascendancy  of  numbers,  which  even  in  England  and  under 
the  present  institutions,  is  rapidly  giving  to  the  will  of  the 
majority  at  least  a  negative  voice  in  the  acts  of  government, 
are  too  wide  a  tsubject  to  be  discussed  in  this  place.  But, 
confining  ourselves  to  economical  considerations,  and  not- 
withstanding the  effect  which  irajiroved  intelligence  in  the 
working  classes,  together  with  just  laws,  may  have  in  alter- 
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iQg  the  (listribation  of  tlie  produce  to  their  advantage,  I 
cannot  think  that  they  will  be  penuanentlT  contented  with 
the  cooditioTi  of  labouring  for  wa^s  as  their  iildniate  state. 
They  may  be  willing  to  pa£6  through  the  class  of  eervantg 
!n  their  way  to  that  of  employers ;  but  not  to  remain  in  it 
all  their  lives.  To  begin  as  hired  labourers,  then  after  a 
few  yuarii  tu  work  on  their  own  account,  and  finally  employ 
otliera,  is  the  normal  condition  of  labourers  in  a  new  conn 
try,  rapidly  iricrcaj&iug  in  wealth  and  population,  like 
America  or  Australia.  But  in  an  old  and  fully  peopled 
country,  those  who  begin  life  as  labourers  for  hire,  as  a 
general  rule,  continue  Buoh  to  the  end,  unle^  tliey  sink  into 
the  btill  lower  grade  of  recipients  of  public  charity.  In  the 
preaent  stage  of  human  progress,  wlien  ideas  of  equality  are 
daily  Hpreading  nn*re  wiilely  among  the  pooreij  clasfies,  and 
can  no  longer  be  checked  by  anything  sUoft  of  the  entire 
Bnppres&ion  of  printed  discussion  and  eren  of  freedom  of 
speech,  it  is  not  t*:)  be  expected  that  the  division  of  the 
human  race  into  two  hereditary  classes,  empU)ycr«  and  em- 
ployed, can  he  permanently  maintained.  The  relation  is 
nearly  as  unsatisfactory  to  the  payer  of  wages  as  to  the  re- 
ceiver. If  the  rich  regard  tlie  i>oor  as,  by  a  kind  of  natural 
law,  their  servante  and  dei)eTidant.5,  the  rich  in  their  tui-n  are 
regariled  as  a  mere  prey  and  pasture  for  the  poor;  the 
8ul)ject  of  demands  and  expectations  wholly  indefinite, 
increasing  in  extent  witli  evei-y  conecHsion  made  to  thera. 
The  total  absence  of  regard  for  justice  or  fairness  in  the 
relations  between  the  two,  is  as  marked  on  the  side  of  the 
employed  as  on  that  of  the  cmidoycrs.  We  look  In  vain 
ftmiHiK  tlie  working  classes  in  general  forthcjust  pride  which 
will  choofio  to  give  *^oi>d  work  fur  good  wages  :  for  the  most 
])art,  their  sole  endeavour  is  to  receive  as  much,  and  return 
fts  little  in  tlie  shape  of  service,  as  possible.  It  will  sooner 
or  later  become  insupportable  to  tlie  employing  classes  to 
livo  in  close  and  hourly  contact  with  persons  whose  inter- 
osts  and  feelings  are  in  hostility  to  tliem  Capitalists  are 
uJwost  aa  much  interested  as  labourers,  in  placing  the 
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operation:^  of  industry  on  such  a  footing,  tliat  those  who 
Ul>oar  for  them  may  feel  the  same  interest  in  the  work, 
which  is  felt  by  thii^  wlio  lattour  on  tlieir  own  act-otint. 

The  oiiiniun  expres^^  in  a  former  part  of  this  treatiw 
respecting  small  lauded  properties  and  peasant  proprietors^ 
may  have  made  tlie  reader  anticipate  that  a  wide  diffusion 
iff  property  in  land  is  the  resource  on  which  I  rely  for  ex- 
empting at  least  the  agricultural  labourers  from  exclnsive  I 
dependence  on  labour  for  hire.  Such,  however,  is  not  my 
opinion.  I  indeed  <ieem  that  form  of  apncnltnral  econonjy  to 
be  most  groundleesly  cried  down,  and  to  be  greatly  prefer- 
able,  in  its  aggregate  effects  on  human  happiness,  to  hired 
labour  in  any  form  in  which  it  exists  at  present ;  becanse 
the  prudential  cheek  to  population  acts  more  directly,  and 
is  shown  by  experience  to  be  more  efficacious ;  and  because, 
in  point  of  security,  of  iudepender»ce,  of  exercise  for  any 
other  than  the  aniraal  faculties,  tlie  state  of  a  i>easant  pro- 
prietor is  far  snperior  to  that  of  an  agricultural  labourer  in 
this  or  any  other  old  country.  Where  the  former  system 
already  exists,  and  works  on  the  whole  *>atistactorily,  I 
should  regret,  in  the  present  state  of  human  intelligence,  to 
see  it  abolislietl  in  order  to  make  way  for  the  other,  uii<ler  a 
pedantic  notion  of  agricultural  improvement  as  a  tliii^g 
necessarily  the  same  in  everj-  diversity  of  circumstances. 
In  a  backward  state  of  industrial  improvement,  as  in  Ire- 
land, I  sLould  urge  its  introduction,  in  preference  to  an 
exclusive  system  of  hired  labour;  as  a  more  powerful  in- 
strument for  raising  a  po]>ulati<>n  from  semi-savage  list- 
lessnc>s  and  recklessness,  to  persevering  industry  and  pru- 
dent calculation. 

But  a  ]>eople  who  have  once  adopted  the  Ifirge  system 
of  production,  either  in  manufactures  or  in  agrifulturL',  aro 
not  likely  to  recede  from  it ;  and  when  population  is  kept 
in  due  proportion  to  the  means  of  support,  it  is  not  desira- 
ble that  they  should.  Labour  is  unquestionably  more  pro- 
ductive on  the  system  of  large  industrial  enterprises :  the 
produce,  if  not  greater  absolutely,  is  greater  in  jiroportion 
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to  the  labour  employed  :  the  same  nnniUcr  of  persons  can 
be  su[)portcci  equally  well  with  less  toil  and  greater  leisure ; 
which  will  be  wholly  an  advantage,  as  soon  as  civilisation 
and  improvement  have  so  far  advanced,  that  M'hat  is  a 
benefit  to  the  whole  shall  be  a  benefit  to  eaeli  individual 
composing  it.  And  in  tlie  moral  aspect  of  the  question, 
whieli  lA  still  more  important  than  the  economical,  some- 
thing better  should  he  aimed  at  as  the  goalof  industrial 
improvement,  than  to  <li8persc  mankind  over  the  earth  in 
single  familicfi,  each  ruled  internally,  as  families  now  aru, 
by  a  patriarchal  despot,  and  having  searccly  any  com- 
munity of  interest,  or  necessary  mental  conmiunion,  with 
other  human  beings.  Tlie  domination  of  the  head  of  the 
family  over  the  other  members,  in  this  state  of  things,  is 
absolute;  while  the  eft'ect  on  his  own  mind  tends  towards 
concentration  of  all  intereBts  in  the  family,  considered  as  an 
expansion  of  self,  and  absorption  of  all  passions  in  that  of 
exclusive  possession,  of  all  cares  in  those  of  preservation 
and  acquisition.  As  a  step  out  of  the  merely  animal  state 
into  the  human,  out  of  rei^ktess  abandonment  to  brntc  hi- 
stincts  into  pi'ndential  foresight  and  self-government,  this 
moral  c(Midition  may  be  seen  without  displeasure.  But  if 
public  spirit,  generous  sentiments*,  or  true  justice  and  equal- 
ity ai-c  desired,  arfsoeialion,  not  isolation,  oi'  interests,  is  the 
school  in  which  these  excellences  are  nurtured.  The  aim  of 
improvement  should  be  not  solely  to  place  human  beings  in 
a  condition  in  which  they  will  be  able  to  do  without  one 
anotlicr,  but  to  enable  them  to  work  with  or  for  one  an- 
other in  relations  not  involving  dependence.  Hitherto 
there  has  been  no  alternative  for  those  who  lived  by  their 
labour,  hut  that  of  labouring  either  each  for  liimself  alone, 
or  for  a  master.  liut  the  civilizing  an<l  improving  influ- 
ences of  association,  and  the  efficiency  and  economy  of  pro- 
duction on  a  large  scale,  may  be  obtained  without  dividing 
the  }Ji'odncci*s  into  two  parties  witli  hostile  interests  and 
feelings,  the  many  who  do  the  work  being  mere  servants 
umier  the  connnaud   of  the  one  who  supplies  the  funds,  and 
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liaving  no  iutere.st  of  their  own  in  the  enterprise  except  to 
«ani  tJieir  wages  with  as  little  laboiu*  afi  possible.  Tlje 
speculations  an<i  disfussions  of  tlie  last  fifty  yi-ars,  and  t!ie 
€venta  of  the  last  ten,  are  abundantly  coric'lusive  un  tliis 
points  If  the  iinprovcmuiit  which  even  triumphant  mili- 
tary despotism  haa  only  t-etartled,  not  stopped,  shall  con- 
tinue its  couree,  there  cau  he  little  donht  that  the  status  of 
Jiired  labourers  will  gradually  tend  tu  cuntine  itself  to  the 
description  of  workpeople  whose  low  moral  (jualities  render 
them  unfit  for  anything  more  independent :  and  that  tlic 
relation  of  miititei*s  aud  workpeople  will  be  graduallj"  superse- 
ded by  partuership,  in  one  of  two  forms :  tenijiorarily  and 
ill  some  eases,  association  of  the  labourers  witli  the  capital- 
ist ;  hi  other  cases,  and  i>erhaj)S  finally  in  all,  association 
of  labourers  among  themselves. 


§  5.  Tlie  first  of  these  foi-ms  of  association  has  long 
beeu  practised,  not  indeed  as  a  rule,  hut  as  an  exception. 
In  several  departmunts  of  industry  there  are  already  cases 
in  which  every  one  who  contributes  to  the  work,  cither  by 
labour  or  by  pecuniary  resources,  has  a  partner's  interest  in 
It,  proportional  to  the  value  of  his  contribution.  It  is 
already  a  eomnion  praetiee  to  remunerate  those  in  whom 
peculiar  trust  is  reposed,  by  means  of  a  percentage  on  the  pro- 
fits: and  cases  exist  in  whieh  the  principle  is,  with  excellent 
success,  carried  down  to  the  class  of  mere  manual  labourere. 

In  the  American  slilps  trading  to  Cliina,  it  has  long  been 
the  custom  for  every  sailor  to  have  an  interest  in  the  profits 
of  the  voyage ;  and  to  this  has  been  ascribed  the  general 
good  conduct  of  those  seamen,  aud  the  extreme  rarity  of 
any  collision  between  them  and  the  government  or  people 
of  the  country.  An  instance  in  England,  not  so  well  known 
as  it  deserves  to  be,  is  that  of  the  Coniish  miners.  **  In 
Cornwall  the  mines  are  worked  strietly  on  Ihe  system  of 
joint  adventure ;  gangs  of  miners  contracting  with  the 
agent,  who  represents  the  owner  of  the  mine,  to  execute  a 
-certain  portion  of  a  vein,  and  fit  the  ore  for  market,  at  the 


price  of  so  much  in  tlie  poiuid  of  the  siun  f\)r  which  the  ore 
is  sold.  These  coiitracts  are  put  up  at  certain  regular 
periods^  generally  every  two  months,  and  taken  by  a  vohm- 
tary  partnership  of  men  acciiblumcd  to  tlic  iiiinc.      This 

system  hae  its  disadvantages,  in  consequence  of  the  nncer- 
tainty  and  irregularity  of  the  eaniings,  and  consequent  ne- 
cefifiity  of  living  for  long  periods  on  ci'cdit ;  but  it  has  ad- 
vantages' which  more  than  counterbalance  these  draw- 
backs. It  produces  a  degree  of  intelligence,  independ- 
ence, and  moral  elevation,  which  raise  the  condition  and 
eliaracter  of  the  Cornish  miner  far  above  that  of  the  jfcne- 
rality  of  the  luhoniing  clasH.  We  are  told  by  Dr.  Barhain, 
that  *  they  are  not  only,  as  a  class,  intelligent  for  labourersj 
bnt  men  of  considerable  knowledge.'  Also,  that  *  they 
have  a  character  of  independence,  something  American,  the 
system  by  which  the  contracts  are  let  giAring  the  takers 
entire  freedom  to  make  arrangements  among  themselves;  eo 
that  each  man  feels,  as  a  partner  in  his  little  firm,  that  he  meet* 
his  employers  on  nearly  equal  terms.*  .  .  ,  With  this 
basis  of  intelligence  and  independence  in  their  character,  ne 
are  not  surprised  when  we  hear  that  'a  vci-y  great  number 
of  miners  are  now  located  on  possessions  of  their  own,  leased 
for  three  lives  or  ninety-nine  years,  on  which  they  have  bnilt 
houses ;'  or  that  '  2S1,541Z.  are  deposited  in  savings  hankfi 
in  Cornwall,  of  which  two-t!urds  are  estimated  to  belong  to 
niMicrs.     * 

Mr.  Babbage,  who  also  gives  an  account  of  this  eyslem, 
obsen'es  that  the  payment  to  the  crews  of  whaling  shija  is 
governed  by  a  similar  j)rinciple  ;  and  that  "  the  profit* 
arising  from  fishing  witli  nets  on  the  south  coast  of  Englami 
are  thus  divided  :  one-half  the  produce  belongs  to  tl* 
owner  of  the  boat  and  net ;  the  other  half  is  divided  in 
equal  portions  between  the  persons  using  it,  who  are  *l* 
bound  to  assist  in  repairing  tlie  net  when  reqnired."    Mr. 

•  This  pnasage  is  from  Uie  Prize  Essay  on  the  Causes  aud  Ri'iuiNlies  of  ^»■ 
tionai  Piati-oaa,  by  Mr.  S;imuL-l  Laiiig.  Tlie  extracta  which  it  iiicludw  we  fie* 
tlw  j&ppenilix  to  the  Report  of  t'he  WviV\ttTCaV.TO\\lo\inoiit  CoiuintaatML 
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Bublifige  lia-s  the  great  merit  ol"  having  poiiitL'd  out  the 
practicability,  ami  the  advantage,  ot*  oxteiKling  the  princi- 
ple to  mamitactnring  industry  generally.* 

Some  attention  litis  been  excited  by  jm  experiment  of 
this  nature,  commenced  ahont  sixteen  years  ago  by  a  Paris 
tradesman,  a  house-painter,  M.  Lcclaire ;+  and  dest-rilied  by 
him  in  a  pamphlet  publitihed  in  the  year  1842.  M.  Leclaire, 
according  to  hi*  statement,  einph^ys  on  aji  average  two 
hundred  workmen,  whom  he  pays  in  the  usual  manner,  by 
fixed  wages  or  salaries.  He  assigns  to  liimself,  besides 
interest  for  his  capital,  a  fixed  allowance  for  his  labonr 
and  responsibility  as  manager.  At  the  end  of  the  year,  the 
surplus  protits  are  divided  among  the  body,  himself  included, 
in  tlie  proportion  of  their  8alarieH..:|:  The  reasons  by  which 
M.  Leelaire  was  led  to  adopt  this  system  arehigldy  instruct- 
ive. Finding  the  conduct  of  his  workmen  unsatisfactory, 
he  first  tried  the  effect  of  giving  higher  wages,  and  by  this 
he  managed  to  obtain  a  body  of  excellent  workmen,  wlio 
would  not  tjuit  his  service  for  any  other.  "Having  thus 
succeeded"  vl  quote  from  an  abstract  of  the  pamphlet  iu 
Cliambeifi'  Journal, g)  "  in  producing  some  sort  of  stability 
iu  the  arrai]gements  of  his  establishment,  M.  Ledaire  ex- 
pected, he  says,  to  enjoy  greater  jjcaec  of  mind.  In  this, 
however,  lie  was  disiippoiuted.  So  long  as  he  was  able  to 
BUperintend  everything  himself,  froni  the  general  concerns 
of  his  business  down  to  its  luinutest  details,  he  did  enjoy  a 
certain  satisfaction  ;  but  from  the  moment  that,  o^ving  to 
the  increase  of  his  business,  he  found   that   he   could  be 


•  Economy  nf  Machintry  ajul  Manufaeturct,  Srd  nlition,  chsp.  28. 

f  His  eatablialimont  is  (orlwafi  1 1 ,  Rue  Snint  Tteorjies. 

\  It  appears,  however,  that  the  workmen  whom  M.  Leckirt'  had  admitted  to 
thia  participDiioi)  of  profits,  were  only  a  poitton  (rather  less  thau  lialf )  uf  the 
whole  miiiiber  whom  he  employed.  This  is  esplaiued  by  tiiHiiher  pnit  of  his  sys- 
tem. M.  Lcflnire  pay^  the  full  market  nite  i>f  wapos  to  all  his  v-tirkmcn.  The 
iharc  of  profit  assigned  to  them  i.^  Iherefnre,  r  clear  nii<lition  to  the  nrdiriarv 
guas  of  their  class,  whieh  he  very  lauda'jly  use«  nn  an  instrument  of  Improve- 
ment, by  making  it  the  reward  of  desert,  or  the  recoiDpeiise  for  ]n.'culiar  trust. 

g  For  September  27,  1845. 
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nothing  more  tlmn  the  centre  from  which  orders  were  iseno<i, 
and  to  which  reports  were  bronght  in,  his  former  anxiety 
and  discomfort  returned  upon  him."  Ke  speaks  lightly 
of  tlie  other  8i:>iireea  of  anxiety  to  wliich  a  tradestnan  is 
subject,  but  describes  as  an  incessant  cause  of  vexation  tlio 
losses  nrising  from  t)ie  niiRconduct  of  workmen.  An  em- 
ployer  *'  will  find  workmen  wlipse  inditt'erence  to  his  interests 
IB  such  that  tliey  do  not  perform  two-tliirds  of  the  amount 
of  work  whieli  they  are  capable  of;  hence  the  continual 
fretting  of  masters,  wlio,  peeing  their  interests  neglected, 
believe  themselves  entitled  to  suppose  that  workmen  are  con- 
stantly ermspinngtuniiii  those  iutm  whmn  they  derive  their 
livelihood.  If  the  journeyman  were  sure  of  constant  em- 
ployment, his  position  would  in  some  respects  be  more 
enviable  than  that  of  the  master,  bccau.se  he  is  assured  of  a 
certain  amount  of  day's  wages,  which  he  will  get  whether  he 
works  much  or  little,  lie  runs  no  risk,  and  has  no  other 
motive  to  stinmhite  him  to  do  his  best  than  his  own  sense 
of  duty.  The  master,  on  the  other  hand,  depends  greatly 
on  chance  for  hia  returns;  his  position  is  one  of  continual 
irntation  and  anxiety.  This  woxUd  no  longer  be  the 
cat^e  to  the  same  extent,  if  the  interests  of  the  master  and 
those  of  the  workmen  were  bound  wp  with  each  other,  con- 
necrted  by  some  bond  of  nmtual  security,  such  as  tJiat 
which  would  be  obtained  by  the  plan  of  a  yearly  division  of 
profits.'* 

Even  in  the  first  year  during  which  M.  Leclaire's  experi- 
ment was  in  comjdete  operation,  the  snccebs  was  remarkable. 
Not  one  of  his  joiimeymcn  who  worked  as  many  as  three 
hundred  days,  earned  in  that  year  less  than  1500  francs,  and 
some  considerably  more.  His  highdst  rate  of  daily  wages 
being  four  francs,  or  1200  francs  for  300  days,  the  remaining 
300  francs,  or  12?.,  must  have  been  the  smallest  amount 
which  any  journeyman,  who  worked  that  number  of  days, 
obtained  as  his  proportion  of  the  surplus  profit.  M.  Leclaire 
describes  in  strong  terms  the  improvement  which  was  already 
manifest  in  the  liabits  and  demeanour  of  hia  workmen,  uol 
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merely  when  at  work,  and  in  their  relations  with  their  em- 
ployer, but  at  othLT  times  and  in  other  relations,  showing 
inc-rciiseU  respe<-t  both  for  otliers  and  for  tlieinselves^  M. 
Chevalier,  in  a  work  published  iu  184S,  etated  on  M.  Lo- 
elaire's  anthority,  that  the  increased  zeal  of  the  wurk|>e«p1o 
continued  to  be  a  full  eomivenijatioii  to  him,  even  in  a 
pecuniary  sense,  for  the  share  of  prtitit  which  he  renounced 
in  their  favour.*  And  JI.  Yilliaumc',  in  IS57,+  observes: — 
"Quoiqiril  ait  toujours  baniii  la  frande,  qui  nVst  (jue  trop 
frequente  dans  sa  profession,  il  a  toiijours  pu  soutenir  la  con- 
currence et  acquerir  une  belle  aisaiiee,  lual^e  Tabandon 
d'nne  si  large  part  de  &es  profit*.  Assurement  il  n'v  est 
parvenu  que  part-e  que  Tactivitc  inusitec  dc  ses  ouvriers,  et 
la  surveillance  qu'ils  cxer^aient  les  luis  sur  Ics  antros  dans  les 
nombrenx  chantieis,  avaint  eompeusc  la  diminution  dc  ses 
profits  personnels." 

Tiie  beneficent  example  set  by  M.  Leclaire  has  been  fol- 
lowed, with  brilliant  Buccess,  bj  other  employers  of  labour 
on  a  large  scale  at  Paris ;  and  I  annex,  from  the  work  last 
referred  to  (one  of  the  ablest  of  tlie  many  able  treatises  on 
political  economy  produced  by  the  present  generation  of  the 
political  economists  of  France),  some  sit^nal  examples  of  the 
economical  and  moral  benefit  tirising  from  this  athiiirable 
arrangement4 

§  6.  The  form  of  association,  however,  which  if  man- 
kind continue  to  improve,  must  be  expected  in  the  end  to 
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•  Lettrea  sor  rOr^alsadon  du  Tmvail,  por  Michel  Chm-alier,  Ipttre  mt. 

f  Xoiiveuu  Tmito  d'Economio  Politique. 

t  "  En  Mart)  IM7,  M.  Paul  Uupont,  g^-raul  d'unc  imprimcrie  de  Paria,  cut 
I'idbe  (t'af«(Ki«r  tK»  ouvriers  en  teur  iiramettaiiC  Le  dixi^me  des  benefices.  II  tm 
cmpltiie  liabituolleinent  trois  c«nta,  dunt  doitx  cvnis  trnniillent  aux  pieces  oi 
wut  k  111  joiirn&e.  II  cmploic,  en  outre,  cctit  uu\iUttirt>»,  qui  ne  font  pas  partlu 
de  I'aiftvic'uitian. 

"  La  part  de  Mn6fiee  avenant  nnx  oiirrieTS  ne  leiir  rant  pii6iv,  en  morenne. 
()uMiie  quinzaine  tie  jours  de  travail;  inaia  ila  rc^oivent  leur  wliiire  ordinaire 
euiTniit  ie  lanf  6uibli  daiut  toutt?^  iva  ^nuidea  imprimerit^d  de  Patia;  et,  de  plus, 
ild  unt  Vavautogo  d^^ire  soii^ni^  daiiB  Icurs  maladies  aux  frais  de  la  commuuaut^ 


pi-ecloininate,  is  not  that  whicli  can  exist  between  a  capital- 
iot  as  uliief,  and  \voi'k|KOplo  williout  a  voice  in  the  manage- 
nient,  hut  the  association  of  the  labourei's  theraselves  on 
terms  of  equality,  collectively  owning  the  capital  with  wliitli 
tliey  catry  on  tlieli-  operations,  and  working  umler  managers 

ct  dc  rccevoir  1  I'r.  fiO  cent.  d«  salaire  par  jour  d'inciipadtd  do  trsi-ail.  Lc? 
ouvriers  ne  peuvent  relirur  leur  part  dans  Im  W'tic'ficed  que  ijiiaiitl  ils  surtent  de 
IVttsociution.  Clifi!|uc  tuiiioe,  ccttc  part,  qui  cat  i^epr^tKUtoc  boat  en  ouit6ri«l 
((iiVn  rciilos  mir  TF.tat,  it'iiuguiuiiLo  par  la  capitalisation  des  iot^rSia,  et  croe  olnsi 
lino  reserve  A  rouvrior, 

"  M.  Dupont  el  lea  capitalistefl,  fw«  eammanditairflp,  trouvent  dans  cette  asM- 
flatioii  un  profit  hii^li  supeirieur  d  cclui  qu'ila  nuruicnt;  lea  quvriers,  de  Iciircoie, 
sc  feliciiuiit  cliutiui*  jour  de  I'lieureuse  iddc  do  leur  pntron.  rtu;>iietir8  d'cutn; 
oux,  enco<ir-a;:e.-'  d  lii  r(!'(iwiiu>  do  T^Lalill'Memeiit,  \\i\  ont  fait  obU'tiir  uiie  medaHle 
d'or  en  19-19,  uue  inidailk-  d'honueur  a  PExpOrtitiim  rtiix-uraelkMle  1855;  ft 
i]Ue!(iuea  una  m^nifi  out  reyu  persoiiellcraent  lu  rt'compviise  de  Icurs  d^courertes 
cl  de  leurii  trnvaux.  Cliez  un  patron  urdinatre,  ecu  liravvii  geiis  ii'autiiieiii  pas 
eu  le  loijiir  de  potii-stnvre  leiirs  inventiatia,  &  mains  ijito  dVn  lai:wt'r  tout  I'hon- 
near  A  celui  qui  n'en  Atait  pas  Vnuteur :  tandis  qu'6ianl  oiWR-iitt,  ai  le  patron  eiit 
4t&  injufltp,  duux  L'cnta  hoinniea  cusaeut  faU  rcdr-csscr  ses  UttU. 

"  J'ai  visits  moi-iii^me  cet  6tal)li»«enient,  el  j'ai  pu  rn'aasurcr  du  perfectiou- 
noment  que  oetto  jissociution  apporto  aux  habiiudt'S  dea  ouvriore. 

*'  M.  tiisfjutt,  uncicn  prif'i-l  do  police,  est  propnctnire  depuis  long-tcmpa 
d'lUK;  fnNnr|uc  d'liuilc  A  Saiiii-Deiiis,  qui  est  la  pliw  importauie  de  Fratiuf.  apnlii 
cclle  dc  M.  Dniblflj.  do  (Joibuil.  Lorsqu'eii  18-lR  il  pHt  U;  [wrti  de  Ih  (iiriger  lui- 
moiup,  il  reneontra  doa  ouvricni  lialiiiuox  h  s'titiivrer  pluf^ipurn  f<iif>  par  fieniiunif, 
«t  tftii,  peiidnnt  lo  travail,  c)miil4tieiit,  riiiiiaiunt^  et  <[i>eU|uefuis  se  dispiltaieilt. 
On  avait  maintea  fu'ts  easap  esaus  succca  dc  changer  cet  6tat  de  cboses:  il  y  par- 
vuit  pur  la  pioliibiliou  faite  A  tous  sen  ouvtiera  de  aVnivrer  lea  jfiure  de  travail, 
sciu-x  jieine  irexchiston,  et  par  la  prome^fle  dc  partager  entre  ens,  A  litre  do 
prntifumtion  annnelle,  5  p.  1(>0  de  sea  bi'iK'fices  nets,  au  pro  rata  des  Sttlaircs. 
qui,  ilii  restc,  aont  lix«3  aux  prix  courants.  Dcpnis  ce  moment,  la  rtformc  a  M 
complote .  it  HO  voit  entoure  d'nne  ceutnine  d'ourriers  pleins  de  »&Ie  et  de 
ddvoiiement.  Leur  bleu-i'tre  s'est  accm  de  lout  ce  qu'ila  ne  di3|)cn^nt  paa  en 
boiiisona,  ct  dc  ce  qu'ils  gnf^nent  par  iMir  exactitude  nu  travail.  La  gmtification 
que  M.  (tidquflt  l«ur  accordo,  leur  a  valu,  en  moyenne,  cbaque  ann^e,  I'dquiralect 
de  leur  aalairti  peudani  nx  nemainea.  .... 

"  M.  Kiriflay,  anci^n  dcj>ut6  de  18S0  A  1839,  et  repr&wutant  du  peuple  i 
I'Asaenibl6e  Constituante,  a  foiuie  un  atelier  important  de  macliinefl  A  vapeuri 
Paris,  dans  Ic  Faubourg  dii  Tcnijile.  H  cut  ridie  d'a»KJcier  dans  ce  dernier 
^bUafietuent  eea  ouvriers,  dfe^  le  commencement  de  IS4T.  .Fe  tmnscris  ici  cet 
acte  d'asaocincion,  que  Ton  peul  reorder  comme  Vun  des  plan  complete  de  toiu 
eeux  faitti  eiitrc  patrouH  ec  uuvriers." 

The  pmrircn!  Mpiclty  itf  Ciiineee  emigrants  long  ago  suggCAled  to  them,  ao- 
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elected  and  removable  by  themselves.  So  long  as  this  idea 
remained  in  a  state  of  theory,  in  the  writings  of  Owen  or  of 
Louis  Blanc,  it  may  have  appeared,  to  the  eoramon  modus  of 
judgment,  incapable  of  being  realized,  and  not  likely  to  be 
tried  unless  by  seizing  on  the  existing  capital,  and  confiscat- 
ing it  for  the  benefit  of  tlie  labourers ;  wliieh  is  even  now 
imagined  by  many  persons,  and  pretendetl  l>y  more,  botb  in 
England  and  on  the  Continent,  to  be  the  meaning  and  pur- 
pose  of  Socialism.  But  there  is  a  capacity  of  exertion  and 
eelf-dcuial  in  the  masses  of  mankind,  which  is  never  known 
bnt  on  the  rare  occasions  on  which  it  is  appealed  to  in  the 
name  of  some  groat  idea  or  elevated  sentiment.  Such  an 
appeal  was  made  by  the  French  Kevolutiun  of  iS-iS.  For 
the  tiret  time  it  then  seemed  to  the  intelligcut  and  generous 
of  the  working  classes  of  a  great  nation,  tliat  they  had 
obtained  a  government  who  sincerely  desired  the  freedom 
and  dignity  of  the  many,  and  who  did  not  look  upon  it  as 
their  natural  and  legitimate  state  to  be  instruments  of  pro- 
duction, worked  for  the  benefit  of  the  possessore  of  capital. 
Under  this  cncourgement,  the  ideas  sown  by  Socialist 
vriters,  of  an  emancipation  of  labour  to  be  effected  by 
means  of  association,  throve  and  fnictifieti  ;  and  many 
working  people  came  to  the  resolution,  not  only  that  tliey 
would  work  for  one  another,  instead  of  working  for  a  master 
tradesman  or  manufacturer,  but  that  they  would  also  &'ee 


«ordiiip  to  Ihe  report  of  a  recent  viaitor  to  Manilla,  a  cimilaT  consmution  of  ilie 
relation  between  an  employer  and  labourers.  "In  these  Chinese  shops"  (nt 
Manilla)  "  the  owner  usually  engagoH  all  the  activity  cif  his  comitryiueu  employed 
by  bim  in  them,  bv  pvinp  each  of  them  a  tdiaro  in  the  pnifits  of  the  concern,  or 
in  fact  by  mabintj  them  all  small  partners  in  the  bnsineaa,  of  which  he  of  courw 
uk«8  care  to  retain  the  lion's  share,  so  that  while  doinp  good  for  him  by  mMi* 
a^nfT  it  well,  they  are  also  benefiting  ihenist-Ives.*  To  such  an  extent  ig  this  prin- 
ciple carried  that  It  is  usual  to  givi>  even  their  etifllies  a  share  in  the  profits  of 
ihc  blisinosj"  in  lieu  of  fixeii  wajrt^,  and  the  ^ilan  appeara  to  wiit  their  temper 
■well ;  for  although  thoy  are  in  general  miwt  eompleto  pye-iwrvrtnts  when  working 
for  n  fixed  wage,  they  are  found  to  be  niojit  indnftrious  and  useful  ones  when 
Interested  even  for  the  smallest  share.'^ — McMickiiig's  RecoUeitiona  of  BfanlUa 
Hnd  the  Philippines  during  1848,  1849,  and  ISfiO,  p   24. 
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tliefti^lvesy  at  whatever  co«t  of  labour  or  }»ri\'ation,  irom 
t!it  Dt.'ceseity^  of  paying,  out  of  the  produce  of  their  mdngtry, 
a  lieavy  tribute  for  the  uee  of  capital ;  that  they  would 
extin^ish  this  tax,  not  by  robbing  the  capitalists  of  wliat 
they  or  their  predecessors  had  acquired  by  labour  aud  pre- 
ecn'cd  by  economy,  but  by  honestly  acquiring  capital  for 
thenjselves.  If  only  a  few  operatives  had  attempted  tliii 
HrduuUii  tabk,  or  if,  while  many  attempted  it,  a  few  only  had 
succeeded,  their  success  might  have  been  deemed  to  furnish 
no  argument  for  their  system  as  a  permanent  mode  of  indus- 
trial organization.  But,  excluding  all  the  instances  of  fail- 
ure, there  exij^t,  or  existed  a  short  time  ago,  upwards  of  a 
huntlred  Bucce.«ftful,  and  many  eminently  prosperous,  asso- 
ciations of  operatives  in  Paris  alone,  besides  a  considerable 
number  in  (he  departmunts.  An  instructive  sketch  of  tlieir 
history  and  principles  has  been  publislied,  nnder  the  title 
of  "  L'Asftociation  Ouvriere  Industrielle  et  Agricole,  par  H. 
Feugueray  :"  and  as  it  is  frequently  afKrmed  in  English  news- 
pai)ers  that  the  associations  at  Paris  have  failed,  by  writers 
who  appear  to  mistake  the  predictions  of  their  enemies  at 
their  first  formation  for  the  testimonieH  uf  subsequent  expe- 
rience, I  think  it  important  to  sliow  by  quotations  from  M. 
Feugueray*fi  volume,  strengtliened  by  still  later  testimonies, 
that  these  representations  are  not  ouly  wide  of  the  truth, 
but  the  extreme  contrary  of  it. 

The  capital  of  most  of  the  associations  was  originally 
confined  to  the  few  tools  belonging  to  the  founders,  and  the 
small  sums  wliich  could  be  collected  from  their  saviuge,  or 
whicli  were  lent  to  them  by  other  workpeople  as  poor  a» 
themselves.  In  some  cases,  however,  loans  of  capital  were 
made  to  them  by  the  republicjin  government :  but  the  asso- 
ciations which  obtained  tliese  advances,  or  at  least  which 
ohtaine<l  them  before  they  had  already  achieved  success,  are, 
it  appears,  in  general  by  no  means  the  most  prosperous. 
The  most  striking  instances  of  prosperity  are  in  the  case  of 
those  who  have  had  nothing  to  rely  on  but  their  own  slen- 
/lor  means  and  the  small  loans  of  fellow-workmen,  and  who 
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lived  on  bread  and  water  while  they  devoted  the  whole 
surphis  of  their  gains  to  the  formation  of  a  eA|)itaI.  *'  Son- 
vent,"  says  M.  Fetigiieray,*  ^'  la  caisse  etait  tout-a-fait  vide^ 
et  il  n'y  avail  pas  de  ^alaire  du  tont.  £t  puis  la  ventu  ue 
marchait  pas,  Ics  rentreea  se  faisaient  attendre,  les  valeura 
ne  s'eficoiiiptaient  pas,  Ic  inagasin  des  niatiores  premiores. 
etait  vide;  et  il  falUut  se  privor»  se  reastreiudre  dans  toutes 
se&  depen^es,  se  reduire  quelqaefois  an  pain  et  a  Peaii  .... 
CVst  au  pris  de  ces  angoissee  et  de  ces  raifltres,  t-Vst  par 
cette  voie  donloureuse,  que  dc£  hommes,  sang  pre^ne 
ancnne  autre  reseonree  au  debut  que  leur  bonne  volonte  et 
leurs  bras,  gout  parvenus  a  &e  former  uiie  clientele,  A 
acquerir  un  credit,  a  se  crOer  entiu  iin  capital  so<*ial,  et  a 
fonder  aiusi  des  aagociations  dont  Tavenir  aujourd'hui  »em- 
ble  assure/* 

1  will  quote  at  length  the  remarkable  history  of  one  of 
these  associatione.t 

^*  La  necessitc  d^un  puis&nnt  capital  pour  retablisdemcnt 
d'une  fabrique  de  pianos  utait  &i  bJen  reeonnue  dans  la  cor- 
poration, qu'en  1S4S  lea  dlilegues  do  plueieurs  ceutaines 
d'ouvriers,  qui  s'etaient  rcnnie  pour  la  formation  d'nne  prande 
association,  demandercnt  en  &Km  nom  au  gouverneinent  nne 
subvention  de  300,000  fr.,  c'est-a-dire  la  dixienie  partie  du 
fonds  total  vote  par  rAsseniblce  Constituante.  Je  me 
souviens  d'avoir  fait,  en  qnalite  de  membre  de  la  comniissiou 
chargee  de  distriUuer  ces  fonds,  des  efforts  iuntiles  pour 
convaincre  les  deux  dolegnes  avec  qui  la  commission  etait 
en  rapport,  qne  leur  (leiiiande  etait  exorbitante.  Toutea 
mes  instaiiceg  resterent  HansBucct-s;  je  prolongeai  vaiuement 
la  conference  peiuiant  prcs  dc  deux  heures.  Lea  deux 
delegues  me  repomiireiit  imperturbablement  que  leur 
iudustrie  etait  dans  unc  condition  spcciale ;  que  Tassociation 
ne  ponvait  a'y  etablir  avec  chance  de  reussite  qne  sur  une 
trea  grande  echelle  et  avec  nn  capital  consiiltTnlilc^  et  que 
la  somme  de  300,000  fr.  ctuit  un  minimum  au-dessou8  du- 

•  P.  112.  +  Pp.  U3-6. 
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quel  ile  ne  pouvaicnt  descendre ;  bref,  qxrils  ne  ponvaient 
pas  reduire  lenr  demaiidu  d'un  sou.  La  commission  re- 
iusa. 

**Or,  apres  ce  refiis,  et  le  projet  de  la  grande  association 
tjtant  abandonne,  voici  ee  qui  arriva :  c'est  que  quatorze 
.  ouvriers,  et  il  est  assez  Bingulier  que  ]»anni  eux  se  5oit 
trouvy  I'un  des  deu.x  tlelegUL'S,  se  rt^solureiit  a  fonder  entre 
enx  line  association  pour  la  fabriqne  des  pianos.  Le 
projet  c'tait  nu  moins  temt'raire  de  la  part  d'hoinmes  qxii 
n'avaient  ui  argent  ni  credit ;  maie  la  tbi  ne  raisonne  pas, 
elle  agit. 

**  Nos  quatorze  hommes  ee  niirent  done  a  ToeuvTe,  et  voici 
lo  rci'it  dv.  Iciirs  premiers  travaux,  que  j'eraprunte  a  im  art.i(;le 
du  Naiwnal^  trea  bien  redige  par  M.  Cochut,  et  dont  je  me 
plais  a  attester  Vexaotitude. 

*'  Quelquefi-uns  d'entre  eux,  qui  avaient  travaiUe  a  leur 
propre  cnmpte,  apporttsrent,  tant  en  outils  qu*eD  mat^riaux, 
une  valeur  d'environ  2000  fr.  II  fallait,  en  outre,  un  tbnds 
■de  roulcment.  Cliacun  des  societaires  opera,  non  sans  i>eine, 
un  versemeut  de  10  fr.  Tin  certain  nombre  d'onvriers,  non 
intoresses  dans  la  societe, firent  aete  d*adhesion,  en  appoitant 
de  faibles  ofirandes.  Bref,  le  10  mars  1S49,  une  sorame  de 
329  fr.  50  cent,  ayant  eto  realieee,  Vassociation  fut  declaree 
conetituee. 

**  Ce  fonda  social  nV^tait  pas  rafime  suffisant  pour  I'instal- 
lation,  et  pour  les  menues  dispenses  qu'entraine  au  jour  le 
jour  lo  service  d'lin  atelier.  Rien  no  reatant  pour  les 
salaires,  il  se  passa  pres  de  deux  moie  sans  que  les  tra- 
vailleiirs  toiichasrtent  un  centime.  Comment  vecurent-ils 
pendant  cette  crise?  Comme  vivent  les  ouvriers  pendant 
lo  clioniage,  en  parta^tiant  la  ration  dn  camarade  qui  travaille, 
en  vendant  on  cu  engagcant  piuce  a  piece  le  pen  d'effets 
qu'on  poBsede. 

"  On  avait  execute  qnelqnes  travaux.  On  en  touelia  le 
prix  le  4  niai  1S49.  Ce  jour  fut  pour  Vassociation  ce  qn'est 
ane  vietoire  a  Tentree  d'uue  campagne :  aussi  voulut-on  le 
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celebrer.  Toutes  lea  dettes  exigibles  ^tant  payees,  le  dii^i- 
dende  deeliaque  societaire  s'^levait  eL  6  fr.  61  cent.  On 
convint  d'attribuer  a  cliacun  5  fr.  a  valoir  eur  boh  salnire,  et 
de  consacrer  le  sui*plus  a  un  repas  Iratcruel.  Les  quatorze 
societaires,  dont  la  plnpart  n'nvaient  pas  bn  de  vin  depujs 
un  an,  se  rtninirentj  avec  leura  femmea  ct  leiirs  enfants.  On 
d6penBa  32  sous  par  menage.  On  parlo  encore  de  cette 
joumee,  daus  les  ateliers,  avec  une  emotion  qu'il  est  difficile 
de  ne  pas  partager. 

"Pendant  un  mois  encore,  il  fallutseooiitenterd'unepaie 
de  5  fr.  par  seniaine.  Dans  le  couraut  de  juin,  un  boulanger, 
melomane  on  speculatenr,  offrit  d'acbeter  un  piano  payable 
en  pain.  On  fit  marebe  au  prJx  de  4S0  i\\  Oe  fnt  une  bonne 
fortune  pour  Tassociation.  On  eut  du  moins  I'indispensable. 
On  ne  voulut  pas  evaluer  le  pain  <laii8  le  compte  dee  salaires. 
Chacun  mangea  selon  son  appetit,  ou  pour  mieux  dire, 
selon  I'appetit  de  sa  famille ;  ear  les  societaires  maries 
furent  autoris^js  a  emporter  du  pain  pour  lenrs  femmes  et 
leurs  enfants. 

**Cependant  raeaociation,  compost  d'ouTinere  excel- 
lent&,  surniontatt  peu  a  peu  les  obstacles  et  les  privations 
qui  avaient  entrave  ses  debuts.  Ses  livres  de  eaisse  oftrent 
les  meilleurs  temoignages  des  progr^s  que  ses  instruments  out 
faits  dans  I'estime  des  acbeteurs.  A  partir  dn  mois  d'ao^t 
1849,  on  voit  le  eontingent  hebdomadaire  s'elevcra  10,  a  15, 
k  20  fr.  par  seraaine ;  niais eette  deniiere  somme  ne  represente 
pas  tons  les  benefices^  et  chaqne  assoeie  a  laiss^  a  la  masse 
beauconp  plus  qu'il  n*a  touclie, 

"  Ce  n'est  pas,  en  effet,  par  la  somme  que  tonche  chaque 
semaine  le  societaire,  qu'il  faut  appr(?cier  ga  situation, 
mais  par  la  part  de  propriete  acquise  dans  un  ^'tablisse- 
mcnt  deja  fonsiderable.  Yoioi  I'etat  de  situation  de  Tasso- 
ciatioQjtel  que  jo  I'ai  releve  sur  I'inventaire  du  30  decembre 
1850. 

*'  A  eette  ^poque,  les  associes  sont  au  nombre  de  trente- 
denx.  De  vastes  ateliers  ou  magasins,  loues  2000  fr.,  ne 
]eur  suffisent  plus. 
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Pnuic*.       CcDiimea 

Independauiment  de  Toatillage,  evalue  a  5,U22    Gu 
Wa   posiiudeut  en  inutrthandides,  et  sor- 
totit  en  matieree  premic'res,  one  va- 

leui-  de 22,972    28 

Ilfl  ont  en  caisae 1,021    10 

lyeiu's  effetfl  en  portcfeuille  montent  a  .    .  3,540 

Le  compte  des  dubiteuiti  fi'eluve  a* .    .    .  5,861    90 

L'actif  social  efit  done  en  totalite  de    .    .  39,317   88 

Sur  ce  total,  il  n'est  du  que  4,737  fr.  86  c. 
k  des  creancers,  et  1,650  fr.  a  quatre- 

vingts  adherents  ;t  ensemble     .     .     .  6,387   86 


Restent 3^,930     3 

formant  Factif  reel,  coinprenant  le  capital  indivisible  et  le 
capital  dc  reserve  dea  societaires.  L'association,  a  la  nidme 
epoque,  avait  soixaiite-seize  pianos  en  construction,  et  ne  pou- 
vait  tbumira  toutes  les  demandes." 

From  a  later  report  wh  letirn  that  this  society  subsequently 
divitled  itself  into  two  separate  associations,  one  of  wbieh, 
in  1854,  already  possessed  a  circulating  capital  of  56,000 
francs  4 

•  "Cc8  deux  dernien  articles  ue  comprennent  que  de  trea  bonuejt  valcara, 
qui,  preitquc  tnute^  out  ^Le  suUI^h  deptiiH." 

f  *'  Cw  adh^rciiln  mnt  d***?  ouvriera  du  mMier  qui  ont  commandite  I'a.-wociji- 
iion  daiw  itvn  dobiita:  nae  parUe  d'cntre  eux  a  ii6  rumboursic  dcpuia  Ic  coni- 
mcDcemcnt  dc  IdOl-  Lc  comptc  des  cr^aocicra  a  aussi  bcaucoup  dliuiuue;  au 
Sa  Avril,  il  uu  s'uli'vuil  qu^fi  1113  fr.  fit"  c." 

\  Article  li>'  M.  Ciierliuliu'/,  an  iff*  Aasoeiatiotig  Outirieres,  in  the  Jnunial 
dew  Eoonomistpft  for  KovenilHT  1HI5I>, 

I  aubjirin,  from  M.  VUlinumC'  and  M.  Chcrbulii'z,  deluiled  partioulara  of  other 
emiocnrly  successful  experirocntji  by  asaociatod  workpeople. 

"Nouj*  ciieniiu*  I'ti  premiere  ligne,'*  aays  M.  ChcrbuHez,  *'comaie  ayunt 
ntteiut  Him  but  ot  pr^o'cntiint  un  rusuluu  iI6fitLiiir,  TAK-sui^iuLiuu  Kuimjuet,  di<  la 
Rui?  C!iimiH'i{»re,  h  Pmin,  tiont  k^  t'ondiiteur  6tiiit., on  1848,  protc  dan-<  riniprinu-nc 
Ilummard.  t'clte  mniaon  aytint  H^  fwcee  de  li(]iiider  (ws  iilTtiires,  il  prupuea 
awL  autrcs  ouTriei's  de  ^'assacivT  avee  bjj  I't  dc"  t:r)nLini](*r  I'eiitn'prwc  pour  lour 
pi'oprc  eiHnplL\  en  domniidaiu  une  subvention  pnnr  couvrir  le  prix  d'achat  et  les 
jii'CmiiireH  avai'ced.  Quiiuu  onvriurs  aeeepl&i-eut  eeltc  propoaitioo,  ct  fonuurent 
nrip  »0i'iM6  CD  oom  tfoilectif,  dont  Ion  ."itatuts  Hxaicnt  lc  solaire  dc  chaquc  e^ip^-ft 


The  same  admirable  qualities  by  which  tlie  as8t>ciation« 
were  earned  through  their  early  stmggles,  maiatainod  them 
in  their  increasing  prosperity.     Their  roles  of  ditscipliiie, 


d«  trarail  ti  ponrroTsMut  k  b  fomntion  grsdwUv  da  cmpiul  d'cxpl<Hurinn  par 
nn  prelerenu^t  de  25  pour  \\i>t  6ur  lous  lei  $alur^  pn&IbTciucut  qui  no  devMit 
doiuter  aucun  diritkode  ei  aucon  iut^ri-t  jusqu'A  lexpiratiun  de«  dix  uia^ctf  que 
devftit  Uutvr  U  Njci^te.  Kemquet  deauuda  ei  obctnt  pour  lui  \i  dJivctioii  aU- 
eolue  d^  rentreprt^',  ktcc  un  Aloire  &sh  UM  iDodera.  A  la  liquidation  defini- 
tire,  le  beo^fice  Uiial  derail  ee  partoger  eDtr«  loos  ks  associta,  au  pru  rata  de 
leur  qnoce-part  daas  le  fooda,  c'est-4-dtre,  da  travail  que  diarua  aurait  riuirni. 
Vae  subvention  de  8i>.iK>0  fraiu.'S  lut  accord6e  par  TEtaL,  nun  <aita  lieaucoup  de 
diffiuulte,  et  a  dea  conditious  ircd  uaercusus.  Kn  depit  d«  ces  cxuiditiona,  ei 
inalgr^  lt»  cin:ociijtiuic<»i  defavorables  qui  ideulUtrent  de  la  stuation  politique  du 
pays,  rAs«K:iation  Remquet  a  d  bien  prospcre,  qa  eUe  s'cst  tmuveo,  i  TeiKM^ue 
de  la  liquidation,  et  apr^  avoir  rembours^  U  subvention  de  TEtat,  en  poawarion 
d'nn  capital  net  de  155.000  francs,  dont  te  portage  a  pmduit  en  morcnna, 
iMfUU')  a  1 1 ,0(Mt  francd  pour  cbaquc  awoci^ ;  7,000  eu  miuimum,  lii,000  va  max- 
im uiu." 

"  La  Societe  Fratemelle  des  OnrrieiB  FerWantiers  et  Lanipi«te»  anit  6ti 
tonddo  des  le  mois  dc  mars  1858,  par  500  ourricra,  comprenant  la  presqoe 
b>talitS  de  eeux  qui  appartenaient  alora  4  c«ctti  hT«uchc  d'industrie.  Ce  premier 
easu,  intiptro  par  des  id^ett  exoentnque8  ec  inapplivableti,  u'araiit  pas  aurreeu 
«ux  fatales  jouru^ea  de  juin,  uue  oouvelle  as:!oeiauou  se  foima,  opr^s  le  rota* 
bliaaeroent  de  Pordre,  aur  des  propnrtiong  pluK  modcitca.  Compusdc  d'abord  du 
quannte  membrea,  die  cntreprit  $ea  afTaires,  c»  IS-li),  it  roe  un  capital  foriu^  |Mr 
lC8  cottaadons  de  scs  tncmbres,  Bans  deinunder  aucune  »<;uhrpntion.  Apriet 
diveraes  pcrip^ties  qui  n-duiairent  &  troiii  le  umnbre  des  associeo,  puiK  Ic  ranie- 
nJtrent  a  quati^rze,  el  le  iireut  <ie  nouveau  retumhet-  h  troia,  elle  Unit  puurtaut 
par  ee  t^neolider  etitre  quaraate-aix  membres,  qui  reformerenl  paisiblemont  leura 
«tatats  dans  Uts  points  que  rcxpdricnce  avail  sifrnaled  oomme  vit-iiMix.  et  ([iti,  lour 
nombre  s*6tant  elev6  jusqird  100  par  des  reenitomenti  cucce.srtifs,  «•  irour^rent, 
dte  Tannic  18fi8,  en  possession  dVn  avoir  de  fiO.OWJ  francs,  et  en  6tAt  do  «  par- 
lager  annuellenient  un  iljvidi^nde  de  IfO.fKH)  rnuu-s. 

•'  L'aaHOL-iation  dea  ouvriera  bijoutiers  en  dtir<^,  la  plus  ancicnnc  de  toutes, 
K^^it  forni«*e  dfes  Fiuuiee  1831,  de  huii  oumera,  nvcc  un  cuitital  de  200  francs 
provenani  de  leur?  i5pnrgnp8  r^unics.  Une  anhvention  de  24,00[>  frimtw  lui  per- 
noit,  on  1849,  d'^tondre  beauuoup  iws  aflkiroK,  dont  le  chiflre  annuel  ti'^lovait 
«l^j4,  BU  I85S,  ill  140,00(»  francs,  et  aaaurait  h  chaque  assoui6  un  di\idonde  6gal 
au  double  de  leiir  ejUaire ." 

The  following  an-  from  M.  Tilliiium6:  — 

'*  Apr^  les  jonni6eg  de  juin  1843,  le  travail  ^tait  Huapenda  dans  le  faultonrK 
Saint-Antoine.  occup6  euriont.  romme  on  Ic  aait,  par  lea  fabricnnta  dc  tncuWea 
Quelquea  tncnuiaers  en  ntutimiU  Bnvnt  net  appel  h  coux  qui  flcrnicnt  di!4pufii>fl  i 
iravailler  ensemblt;.     Rur  mx  a  »ept  oenta  de  cutto  prufeaalon,  quntro  eenta  «e 
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iustoad  of  being  more  lax,  are  stricter  tlian  those  of  ordin;:iy 
Avorkshopd;  but  being  niles  selt-iniposed,  for  the  manifest 
good  of  tlie  community,  and  nut  for  the  convenience  of  aa 
employer  regarded  as  having  an  i^.p^tsite  interest,  they  are 
far  more  scrupulously  obeyed,  and  the  voluntary-  obedience 
carries  with  it  a  sense  of  personal  worth  and  dignity.  Witli 
wonderful  rapidity  the  associated  work-people  liave  learnt  to 
correct  thoae  of  the  ideas  tlicy  set  out  with,  which  are  in 
opposition  to  the  teaching  of  reason  arid  experience.     Almost 


flrent  initcrirc.  Mais  comma  le  capital  manquait,  neuf  homines  des  plus  ti\i» 
commeiic^rent  rnssuciatlon  avec  tout  ce  qu'iU  ]K)s»udaieiit;  aaToIr,  une  valcnr 
dc  3cy  iViinM  en  outils,  et  135  rmncs  2U  centimea  eii  argent. 

*'Lptir  bon  gout,  leur  loyiiut6  ot  rexuctitudc  dc  leurs  foiiriiUures  augtneritant 
leure  d^lHiuch^s,  lea  aaeoci'fa  furenl  bientot  au,  nnnihre  de  cent  huit.  lis  rc^u- 
Tcnt  dc  I'Etsl  uno  avance  de  20  mille  francs,  rcTnhounrablefl  en  quatorze  ans  par 
ancuitc',  &  raUon  dc  S  fr.  7d  c.  pour  cent  dintdrct. 

*'Kii  18S7,  Ic  t]oiul;re  dca  a^odcH  est  dc  soixautc-cinq,  celui  des  auidliaires 
de  eutit  ei;  imiyemie.  Toiu  lea  u^oci^s  voleiil  pour  Velection  d'lm  cou^il  dVd- 
minirtration  de  huit  rnembrcs,  ct  d'lin  frfrant,  doiit  le  nom  repr^-wnle  la  rHinon 
flociale.  La  distribuUon  et  )a  surveillanoe  du  travai)  rtanii  les  ateliere  soni  eoo- 
fi^es  &,  dCB  eontremaStrcs  choisis  par  le  g6rftnt  et  lo  consoil.  11  y  u  uii  contie- 
Biuitre  pour  vhigl  ou  vitigt-eiuq  liommes. 

"I.e  tmvflil  est  -payi'  aiix  pieces,  suirant  les  larifa  an-utea  eu  uwemblde 
ginfirulL'.  Le  Ralaire  pent  vai-ier  entre  3  et  7  frauea  par  jour,  wlon  le  zele  et 
rhabilct^  de  I'omrrifir.  La  tnorenne  est  de  60  franca  par  quinaaine.  Ceiix  qui 
gagnent  le  moinu  toucthent  pr^  de  40  franca  par  quinzaluc.  Un  grand  nombre 
gagnent  80  francs.  Dcs  ecutpteare  et  mouluriera  gagnent  jusqu'ii  Iw  frant-a, 
80lt  200  franca  par  ineia.  CIiReiiii  a'eii^'«ge  A  fonmir  eent-vingt  licureii  par  niiiu- 
zalms  8oU  dix  lieur^-H  par  jour.  Aux  ternieft  du  r*Rl<»ment  chaque  heure  tie 
deficit  fionmet,  le  lii^linqnnnt  ik  nne  amende  de  10  eenttmeB  par  beure  en-de^-a  de 
treijle  hetirew,  et  di'  Ift  eentitneH  au-tieli.  Cetle  dispoNtion  avait  pour  objct 
d'abolir  I'babltudc  du  liindl,  et  ellc  a  produit  mn  elfet.  Dcpuld  duux  aiu,  le 
systj^me  dea  aoieades  cat  totnbd  en  dfeiietudn,  k  cause  do  la  bouoe  conduite  des 
aSMci^H. 

"Qucmjue  rnppnrt  des  iij»soci<^9  n'nit  ^t^  quo  d*?  369  fmncs,  le  materiel  d'ex- 
ploitntlon  upparlenaut  k  I'^tAhlifj^nieiil*  u'eluvuii  d<^j&,  ou  1851,  &  &713  fiajica 
«t  Tavoir  "social,  y  comprin  les  crfiancea,  A  24,000  ftuuca.  Depuis  lora  celte 
oieuiL-iaLion  ifst  d<.>veiiue  plus  floHisante,  ayant  resist^  i\  tons  lea  obstacles  qui  luj 
out  6te  tiu»cit6a.     Cettc  mai^nn  est  la  plus  fnrt{^  de  Vttns  dans  son  genre,  et  la 


*  Ilett$ltu4  duisia  mo  dc  ChaTOune,  eonr  SiiiDt<Ju(u.']ili,  an  ruubourg  Skint-Aatoliw. 
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all  the  associations,  at  first,  excluded  piecework,  ami  gave 
equal  wages  whether  the  work  done  was  more  or  less. 
Almost  all  have  abandoned  tliLs  ^vstem,  and  alter  allowing 

plus  coQsid^M?.  GIli^  fait  dei  affaXKS  pour  400  miUe  fr&ncs  par  an.  Void  aon 
inTentAirc  de  d^cemljre  I6fiS. 

Aciif. 

Esp^ces 446     70 

Mnrctiandiaes 82,9SO 


Solaircs  pajis  d'avanoe . 
Materiel     .     .     ,     , 
Portefeuille    .    .    , 

Lover  d'avance    .     . 
DObiteurs  divera  . 


2,421 
20,891 

y,vii 

211 
4,933 

48,286 


'*  fait  d'arance,  ce  qui  emp«jcbe  le 

chumagc. 
10 
30 
76 


169.831     SB 


Pa«iiif. 

£ffets  &  payer 8,&S5 

Fonds  d'aiMOCiaiioa 133 

100  fr.  h.  chacun 7,600 

Fonds  de  retcnuc  iodividible     .    .     9,206 


Caisse  de  secours 1,544 

Prft  dc  TEtttt,  principal  et  int6rfet    27,053 
Cr6aucier8  divers 12,659 


nc  la  doircnt  qu^k  cux-mlmci. 
81  pour  I'Ecat,  qui  prcad  10  p.  100 
par  ail  but  les  b^ii^ficcs,  Ic  tout 
parable  au  l>oiU  de  14  aud. 
30  no  la  doircut  qii'k  eux-m&nies. 

61 


66,762     65 


^^^_  Piff'henee  actht. 

^^B  100,898    90.     La  aouictc  poss^dc  en  r6alit4  123,000  fr.^ 

W  But  the  moat  important  association  of  all  is  that  of  the  Masons: — 

I  *'L^afductaliaii  dcs  mo^onB  fut  fondec  le  10  aoAt  1848.    Elle  a  mn  ai^ge  rue 

'  Saiot-Vk'tor,  1S6.  Le  nombri-  de  lts  membres  est  il^e  Sfl,  el  pcliii  de  aes  nuxil* 
iaires  de  ti-ois  a  qiiatre  cents.  Elle  a  di.>ux  goratits  k  sa  fete ;  Tun,  chargd 
apccioletnent  Ues  coQstruotioiiu ;  I'autru,  de  r&dinlnistmtioii.  Let)  deux  g^rnnt* 
paascnt  pour  les  plus  habilcs  entrepreneurs  dc  matjoinicric  de  Paria,  et  ils  se  cou- 
tenteat  d'un  mode.ite  tmitemeut.  Cettc  association  viont  dc  ooii^cruii-e  troia  ou 
quatrc  dcs  plna  rpmarriuahlpa  hotela  de  la  cnpitalc.  Bion  qii'cllo  travaille  avcc 
plus  d*6conomie  que  lea  cntreprtticurM  ordiiinircy,  conirae  on  ne  la  remboiirse 
qu'ii  dcs  tcrmes  oloign^s,  c'est  Burtout  jiunr  i-llc  qu'unL'  bntMpie  aerail  necessaire, 
car  elle  a  des  avances  considerables  ti  fairif.  Ntajirooins  eile  prospiret  et  la 
preuTc  CD  est  daaa  le  divideDde  de  6G  pour  100  qu'a  produit  cetie  ituu6a  flOB 


368 


BOOK   IV,      cnAPTER   VII. 


i<i. 


to  every  one  a  fixed  minimum,  eufficient  for  subsistence, 
they  api>oi'tion  all  further  reuiuneration  awording  to  tlio 
work    done :   most    of   them    even    dividing    the    profits 

propre  oapiial,  et  qu'aUe  a  payS  aux  ciUtjeua  qui  se  sont  aaaooite  k  ees  opdra* 

Liuntt. 

"Cette  association  eat  formee  ti'onvrlers  qui  n'apportent  quo  leur  travail; 
d'aiitrea  qui  apportent  lc\ir  trnvaii  et  un  capital  quelconque ;  fnfin  de  citojeus 
qui  nn  travaillcnt  point,  mais  qui  se  sont  aiu>ocii£s  en  fouiTii^ant  un  capital. 

*'Lc3  iiiugouH  et-  livrerit  le  aoir  A  uu  enst'ignL'meut  mutud.  Cliez  eux, 
comnie  cliez  Ikh  fabricani.'*  de  fauteuilM,  le  luabtle  i;Hi  wjigne  aux  fniis  tie  la 
tKM:i6t£,  lit  re(;oit  cu  uiiti'ti  un  galaire  duraiit  &a  tualadle.  Cfaacun  est  proteg^  par 
I'aasuciat.ion  tiatia  tuuf  lee  actes  de  aa  viu.  Led  fabricants  de  fuutuuils  auroiit 
bicntt^t  cliac-un  un  capital  do  deux  ou  trolj  millu  francs  k  Icur  dUiposition,  soil 
pour  doter  leiirs  fillea.  soit  po\ir  commenccr  unc  reserve  pour  I'avcnir.  Quant 
aux  ma^ouB.  quclqucs-uus  puss^dctit  d6j&  40U0  francs  dY'pargno^  qui  rt'stcnt  au 
IouiIk  tiOL'iai. 

"Avant  qu'ils  furisciit  aasocieu,  cca  ouvriers  elaient  pauvn?nient  vHas  dc  la 
vest*  et  dt!  la  lilouse;  parne  qiu',  faulc  dc  pTiJVDynnce,  ut  siirtoiit  k  cauae  du 
chflmage,  ils  n'avaient  jamais  unc  somme  di?ponibIc  dc  eo  francs  pour  acheler 
une  rcdingote.  Aujourd'liui,  la  plupurt  soiit  vutu.4  aussi  bien  que  les  tK>urgeoi8; 
quelqiiefois  lotfmti  a^ec  pluB  de  gout.  Cela  Ueut  k  ce  que  I'ouvrk'r,  ajant  un 
crfuil  dans  son  assoeJation,  trouvc  partout  cc  dont  U  a  bcBoin  sur  un  boa  qull 
soujterit ;  ct  In  caiese  retknt  chnque  quinzamc  unc  partie  de  I&  somme  i\  ^ttindre. 
De  la  sorte,  lY-pargnc  bc  fait,  pour  ainsi  dire,  malgrfi  Touvrier.  Plusieurs  m^me, 
n'ayant  plus  do  dettes,  6C  souacrivont  &  eux-mSmes  dps  bnns  de  100  francs  paya- 
bles en  cinq  mois,  aSn  de  r^sisttyr  &  la  teutatioD  Jl'S  dt^'pensod  inutilca.  On  luur 
relieiit  ici  francs  par  quinaninc ;  ct  au  bout  iles  cinq  mois,  bon  gr6,  mal  gr^,  lU 
trouvent  ce  petit  capital  6pargn<'." 

rtio  following  talde,  taken  bj?  M.  Chtrbuliez  from  a  work  (ftV  pmvrbiiehm. 
Will  iinHhurhajilidtcn  OfnonKf^mcfuiflen  der  arbtitenden  O^citifen  in  Entjlojtd, 
J'ranki-iiic/t  nml  DtuUcklaml)  published  at  Tiibingen  in  18B0  by  Professor 
Huber  (luu-  of  tlie  most  ardent  and  high-principled  apoatles  of  this  kind  of  co- 
npcmtinn),  shows  the  rapidly  prt>gresairo  gi-owih  in  prosperity  of  the  Maaumf 
AfiSoctatiOD  up  to  IBSS: — 

Amnnnt  of  Proflta 

Tear.  biulueai^  done.         reallsod. 

fr.  ft 

1862  ...  4&,630  ...        1,000 

185S 207,208  ...       7,000 

1854 844.240  ...     20,000 

18fi8 fi]4,fi94  ...     46,000 

18C0 9fl8,240  ...     80,000 

1867 1,330,000  ...  100,000 

1858 1,£31,461  ...  130,000 

"5ur  w  dernier  dividende,"  adds  M.  Cborbulicz,  "30,000  francs  oQt 
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at  the  eml  of  the  year,  in  the  same  {»roportion  as  the 
earnings.* 

It  is  the  declared  principle  of  moet  of  these  aBsociations, 
tliat  they  do  not  exist  ior  the  mere  private  benefit  Lif  the  indi- 
vidual members,  but  for  the  promotion  of  the  co-operative 
cause.  "W'itli  every  extension,  therefore,  of  their  business, 
they  take  in  additional  members,  uot  to  receive  wages  from 
tliem  as  hired  labourers,  but  to  enter  at  onee  into  the  full 
beuefits  of  the  associationj  without  being  required  to  bring 
anything  in,  except  their  labour :  the  only  condition  imposed 
is  that  of  receiving  during  a  few  years  a  emaller  share  in  the 
annual  diviaioa  of  profita,  us  some  equivalent  for  the  sacri- 

I>r6Iev^  pouT  le  fonds  de  riserYc,  et  lea  100,000  francs  reaUnl,  parUg^fi  cntre 
lea  afstwi^^,  ont  dnnn^  pnur  charun  de  900  A  IdOO  Tranci),  outre  letir  Maluire,  ei 
leor  part  dona  la  praprI6ie  commuue  en  Lmmeubles  et  en  material  d'exploha- 

Of  the  management  of  tbe  aaaodations  generally.  H.  yUliaum^  sa^a,  "  Tai 
pu  me  conraincre  par  moi-mSme  de  Thabiletd  dps  g6ranta  el  dea  consfilB  d'ad- 
ministration  des  associations  ouvri^rea.  Ces  gf'mnts  sont  bif-n  finpAripHra  pour 
rintelligonce,  le  3tele,  ol  mt-mo  pour  la  politcssc,  &  la  pliipart  dee  patrons  on 
entrepreneurs  parti culiera.  El  cbez  Ie8  ouvriers  assoeies,  le»  funestua  Labitudcs 
d'intcmp^ ranee  disparaissient  pen  Ik  pen,  avec  la  gro8«ii:ret'e  el  la  rudesae  qui  sont 
U  eonsecjnence  de  la  trop  incomplMe  education  de  leur  claaae." 

*  Even  tbe  association  founded  by  H.  Louia  Blanc,  that  of  the  tailors  of 
Clichy,  after  eighteen  momlu*  trial  of  his  Hystcm,  adopted  piece-work.  One  of 
tbe  reasons  given  by  tbeni  for  abanduniug  tLu  original  eystem  is  wcU  worth  ex* 
tracling.  "En  outre  dea  vices'  dimi  j'ai  parle,  les  tailleure  lui  reprochaieut 
d'engendrer  sans  cesse  des  dist-usaions,  des  qaerfllt^s,  h  cause  do  Tinter*!  que 
chacun  arait  h  fairc  travHillor  aes  volutins.  La  surveillance  mutuelle  de  ratelier 
dfiginfiraii  ainsi  en  nn  cpclavage  veritable,  qni  ne  lousait  A  persoune  la  tiK»ert^  de 
euu  teuipB  ei  de  Htia  actiotu).  Cea  diaaemMons  out  dl^paru  par  l^introiluction  dii 
travail  aux  pitte.s."  Keuguemy,  p.  88.  One  of  the  mo«l  discreditable  indica- 
tions of  a  low  nionil  rviniliticm  given  of  lute  by  Die  Eiigliflh  working  classes,  is 
tbe  opposition  to  piece-work.  When  Ibe  payment  per  piece  if*  not  sufficiently 
liigli,  tbat  In  a  juHt  ground  of  objection.  But  dislike  to  picce-wyrk  in  itself,  ex- 
cept under  uiit)lakt:u  uotionit,  niu.it  be  diiiUke  to  justice  end  fairness;  a  dcdiro  to 
cheat,  by  not  giving  work  in  proportion  to  pay.  Piece-work  h  Ibe  perfection 
of  contract;  anil  contract,  in  all  work,  and  in  ihe  mtisl  ininiitp  (li-tmil — the  prin- 
riple  of  so  niuch  pay  for  so  much  .'er^'ice,  curried  out  to  ihv  utnmKt  extremity — 
in  (be  system,  of  all  others,  in  the  present  fltatc  of  society  and  degree  of  civiliza- 
tion, most  hvourable  tu  the  worker;  though  mo3t  uuf&vgurablc  to  the  nou- 
wuiker  who  wiahcH  to  be  paid  for  beiu{{  idle. 
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fic€6  of  the  founders.  "When  members  quit  the  association, 
^hich  they  are  always  at  liberty  to  do,  ihey  cai-ry  none  of 
the  capital  with  them  :  it  remains  an  indivisible  property,  of 
which  tlie  members  for  the  time  being  have  the  use,  but  not 
the  arbitrary  disposal :  by  the  stipulations  of  most  of  the  con- 
tracts, even  if  the  association  breaks  upj  the  capital  cannot 
be  divided,  but  must  be  devoted  entire  to  eouie  work  of 
beneficence  or  of  public  utility.  A  fixed,  and  generally  a 
considerable,  proportion  of  the  annual  profits,  is  not  shared 
among  the  members,  but  added  to  the  capital  of  the  associ- 
ation, or  devoted  to  the  repayment  of  advances  previously 
made  to  it :  another  portion  is  set  aside  to  provide  for  the 
sick  and  disabled,  and  another  to  form  a  fund  for  extending 
the  practice  of  association,  or  aiding  other  associations  in 
their  need.  The  managers  are  paid,  like  other  membere, 
for  the  time  which  is  occupied  in  management,  usually  at 
the  rate  of  the  highest  paid  labour:  but  the  rule  is  adhered 
to,  that  the  exercise  of  power  shall  never  be  an  occasion  of 
profit. 

Of  the  ability  of  the  associations  to  compete  suticessfully 
with  individual  capitalists,  even  at  an  early  period  of  their 
existence,  M.  Feugneray*  said,  **  Les  associations  qui  out 
etfe  fondees  depuis  deux  annees.  avaient  bien  des  obstacles  a 
vaincre;  la  plupart  manquaient  presque  absolument  de 
capital;  toutes  marchaient  dans  unevoie encore  inexploree; 
elles  bravaient  les  perils  qui  menacent  toujours  les  novateurs 
et  les  debutants.  Et  neanmoins,  dans  beaui'Oup  d'iudustries 
oil  elles  se  sent  etablies,  elles  constituent  dejii  pour  \g6 
anciennes  maisons  une  rivalite  redoutable,  qui  suscite  m^me 
des  plaintes  nombreuses  dans  uxiq  partie  de  la  bourgeoisie, 
uon  pas  sculement  chez  les  traiteurs,  les  limonadiers  et  les 
coiffeurs,  c'est-^  dire  dans  les  industries  oil  la  nature  des 
prodnitg  perraet  aux  associations  de  compter  sur  la  clientele 
democratique,  mais  dans  d'autres  industries  oil  elles  n^ont 
pas  les  m6me8  avantages.  On  n'a  qn'a  consulter  par  ex- 
en]ple  les  fabricants  de  fauteulls,  de  chaises,  de  limes,  et 
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Ton  saura  d*eux  si  les  otalilissements  les  plus  importants  en 
leurs  geiirtjs  de  fabrication  ne  eont  pas  les  etablissenit'iits 
des  aseocic's." 

The  vitality  of  these  assoeiations  must  indeed  be  groat,  to 
have  enabled  about  twenty  of  them  to  survive  not  only  the 
anti-sotiialist  reaction,  which  for  the  time  discredited  all  at- 
tempts to  enable  worki>eople  to  be  their  own  employers — 
not  only  tlie  ft  a<'tisseni'S  of  the  police,  and  the  hostile  jiolicy 
of  the  goveniment  since  the  usurpation — -but  in  addition  to 
these  obstacles,  all  the  difficulties  arising;  from  the  tr^nng 
condition  of  financial  and  commercial  aflairs  from  1854  to 
1858.  Of  the  prosperity  attained  by  some  of  them  even 
while  pa8.sing  through  this  difficult  period,  I  have  given 
examples  which  must  be  conclusive  to  all  minds  as  to  the 
brilliant  future  reserved  for  the  principle  of  co-operation. 

It  is  not  in  France  alone  that  these  ass<K-iatioii6  have 
commenced  a  career  of  prosperity.  To  say  nothing  at  pres- 
ent of  Piedmont  or  of  Germany,  England  can  produce  cayes 
of  success  rivalling  even  those  which  T  have  cited  from 
France.  Under  the  impulse  conmienced  by  Mr.  Owen,  and 
more  recently  propagated  by  the  writings  and  personal 
efforts  of  a  band  of  friends,  chiefly  clergymen  and  barnstL-ra, 
to  whose  noble  exertions  too  much  praise  can  scarcely  be 
given,  the  good  seed  was  widely  sown  ;  the  necessaiy  alter- 
ations in  the  Enpllsh  law  of  partnership  were  obtained  from 
Parliament,  on  the  benevolent  and  publiu-spiritcd  ioitiativc 
of  Mr.  Slaney ;  many  industrial  associations,  and  a  still 
greater  number  of  co-operative  stores  for  retail  purcliasea, 
were  founded.  Among  these  are  already  many  iu&tances  of 
remarkable  prosperity,  the  most  signal  of  which  are  the 
Leeds  Flour  Mill,  and  the  Rochdale  Society  of  Equitable 
Pioneers.  Of  this  last  association,  the  most  sncccpsful  of  all, 
the  history  has  been  written  in  a  very  interesting  manner 
by  Mr.  Holyoalve  ;*  and  the  notoriety  which  by  this  and 
other  means  has  been  given  to  facts  so  encouraging,  is  caiifi- 
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ing  a  rapiU  extension  of  aesoeiations  with  similar  objects  in 
l.aucatilure  and  Vorkskire. 

Tlie  original  capital  of  the  I^oehdale  Society  consisted 
of  28/.,  Lruiiglit  togetliur  by  the  unaissisted  economy  of  about 
forty  labourers,  through  the  slow  process  of  a  aubseription 
of  iwopencG  (afterwards  rai^ed  to  tlireepence)  per  week. 
"With  this  sum  tlicy  established  iu  ISli  a  small  shop,  or 
store,  for  tlie  supply  of  a  few  common  articles  for  the  con- 
suETiption  of  their  own  families.  As  their  earefiihiess  and 
honesty  brought  them  an  increase  of  customera  and  of 
subscribers,  they  extended  their  operations  to  a  greater 
number  of  articles  of  consumjition,  and  in  a  few  yeai-s 
were  able  to  make  a  large  investment  in  shares  of  a  Co- 
operative Com  Mill.  Mr.  Holyoakc  thus  relates  the  stages 
of  their  progress  up  to  1857. 

"The  Equitable  Pioneer's  Society  is  divided  into  seven 
departments ;  Grocery,  Drapery,  Butchering,  Shoemaking, 
Clogging,  Tailorings  "Wliolesale. 

"  A  separate  account  is  kept  of  each  business,  and  a 
general  account  is  given  eacli  quarter,  showing  the  position 
of  the  whale. 

"  Tlie  grocery  business  was  commenced  as  we  have 
related,  in  December  1844,  with  only  four  articles  to  sell. 
It  now  includes  whate\'er  a  grocer's  shop  should  include. 

"Tlie  drapery  business  was  started  in  1847,  with  an 
Jmmble  array  of  attractions.  In  1854  it  was  erected  into 
a  separate  department. 

"  A  year  earlier,  1846,  the  Store  began  to  sell  butcliers* 
meat,  buying  eighty  or  one  hundred  i>ounds  of  a  tradesman 
in  the  town.  After  a  while,  the  sales  were  discontinued 
until  1850,  when  the  Society  had  a  warohouse  of  its  own. 
Mr.  John  Moorhouse,  who  has  now  two  assistants,  buys  and 
kills  for  tlie  Society  three  oxen,  eight  sheep,  sundry  porkers 
and  calves,  which  are  on  the  average  converted  into  130^. 
of  cash  per  week. 

"  Shoemaking  commenced  in  1852.  Three  men  and  an 
apprentice  make,  and  a  stock  is  kept  on  sale. 


"  Clogging  and  tailoring  commenced  also  in  tliis  vear. 

"The  w)ioIe*aIe  department  commenced  in  1852,  and 
marks  an  important  devL*lointK:iit  of  tlie  Pioneers'  prncivd- 
ings.  Tliis  department  lias  buen  t'roatcd  for  t^upplving  any* 
members  requiring  large  quantities,  and  with  a  view  to 
supply  tlie  coHtj'erative  stores  of  Lancasliire  and  Yorkshire, 
whittle  small  capitals  do  not  enable  them  to  buy  in  the  best 
markets,  nor  command  the  services  of  what  is  otherwise 
indi&pensable  to  every  store — a  <iood  hnij^r^  wIk)  know?  tlie 
markets  and  his  business,  who  knows  what,  In.w,  and 
where  to  buy.  The  wholesale  department  guarantees 
jmrity,  quality,  fair  prices,  standard  weight  and  measure, 
but  all  on  the  never-failing  principle,  cash  payment/' 

In  consequence  of  the  number  of  members  who  now 
reside  at  a  distance,  and  the  difficnlty  of  serving  the  great 
increase  of  customers,  '*  Branch  stores  have  been  opened. 
Ii»  1S56,  tlie  iirst  Branch  was  opened,  in  the  Oldbam  Road, 
about  a  mile  from  the  centre  of  Kodidale.  In  1S57  the 
Caatleton  ]?raneh,  and  another  in  the  Wbitworth  Koad, 
were  established,  and  a  fourth  Branch  in  Pinfold/' 

The  warehouse,  of  which  their  original  Store  was  a 
single  apartment,  was  taken  on  lease  by  the  Society,  very 
much  out  of  repair,  in  1849.  *' Every  ])art.  has  undergone 
neat  refitting  and  modest  decoration,  and  now  wears  the  air 
of  a  thoroughly  respectable  place  of  business.  One  room  ia 
now    iiaudsoinely  fitted    up  aj>    a    newsroom.     Another    is 

neatly  fitted  up  as  a  hbrary Their  newsroom  is  as 

well  sujiplied  as  that  of  a  London  club."  It  is  now  '*  free 
to  members,  .ind  snpjKirted  irom  the  Education  Fund,"  a 
fund  consisting  of  24  per  cent  of  al!  the  profits  divided, 
M'hich  is  set  apart  for  educational  pui-poi^es.  *'Tbu  Library 
contains  220m  volumes  of  the  best,  and  among  them,  many 
of  the  most  expensive  books  published.  The  Library  is 
free.  From  1850  to  1855,  a  school  for  young  persons  was 
conducted  at  a  charge  of  twopence  per  month.  Since  1855, 
a  1*0001  has  been  granted  by  the  Board  for  the  use  of  from 
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twenty  to  tliirty  persons,  from  tiie  ages  of  fourteen  to  forty 
for  mutual  ingtniction  on  Snndays  and  Tuesdays.  .  .  . 

"  The  corn-mill  was  of  ooursti  reutwl,  and  sUxjd  at  Small 
Bridge,  some  distance  from  tlie  town — one  mile  and  a  ball'. 
The  Society  have  since  Imilt  in  the  ti>wn  an  entirely  new 
mill  for  thcraHclves.  The  engine  and  the  machinery  are  of 
the  most  subbtantial  and  iniinoved  kind.  The  cajntal 
invested  in  the  corn-mill  is  8,450/.  of  wliich  3,731/.  15^.  2rf. 
ifl  snhflcrihetl  by  tlie  Equitable  Pioneers'  Sixiiety.  Tl)b 
ci.rn-mill  employs  eleven  men." 

At  a  later  period  they  cxtendetl  tlieir  operations  to  tJie 
ptaple  manufacture  itself.  From  the  suceesa  of  tin*  Pioneers* 
Society  grew  not  only  tlic  co-o[ierative  corn-mill,  but  a  co- 
operative association  for  eotton  and  woollen  mannfactnring. 
"The  capitiil  in  this  lU-piirtnirnt  is  40<'()/.,  of  vvliich  sum 
2(>42(!.  has  been  suList-ribeiJ  liy  the  Kijuitahle  Pioneers' 
Society.  This  Manufacturing  Society  has  ninety-six  |>ower 
looms  at  work,  and  cmjiloys  twenty-six  men,  seven  women, 
four  boys,  and  five  girls — in  all  forty-two  persous " 

**  In  1853  the  Store  purcliased  for  745/,,  a  warehouse 
(free-hold)  on  the  opjiosite  side  of  the  street,  where  they 
keep  and  rrtail  their  stores  of  flr>ur,  butcher's  meat,  pota- 
toes, and  kinrlred  articles.  Tlieir  comn)ittee-rooms  and 
ftffices  inv  fitted  up  in  the  same  huililing.  They  rent  other 
houses  adjoining  for  calico  and  hosiery  and  shoe  stores.  In 
their  wildcrnt^s  of  rooms,  the  visitor  stumbles  upon  shoe- 
makers and  tailors,  at  work  umk-r  licaltby  conditions  and 
in  perfect  ])eaee  of  mind  as  to  the  result  on  Saturday  niglit. 
Tlieir  wai-ebouses  are  everywhere  as  bouiitilidty  stocked  as 
Noah's  Ark.  and  cliet^rful  customers  literally  crowd  Toad 
Lane  at  night,  swai-mins  like  bees  to  every  counter.  The 
industrial  districts  of  England  have  not  such  another  sight  as 
the    Roclidalc    Co-operative   Store  on    Saturday  night."* 


•  "  But  tt  Is  nnt,"  adrlja  Mr.  Holyonke,  *'  the  brillmncy  of  commercfal  activity 
Id  which  cither  writer  or  render  will  iiikc  tlie  deepest  iiitereiit:  ii  i?  in  the  new 
Mid  improved  spirit  animating  thig  intcreom»L'  of  trade.  Buyer  and  feMer  meet 
ae  friendft;  there  \a  no  ovcrreacliiiig  on  one  eide,  and  nu  su.-'plciou  un  the  other. 
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Jiiice  tlie  dii'graceful  failure  of  the  Rocluiale  Savings  Bank 
1849,  the  tioc-iely's  Store  has  become  the  virtual  Savings 
ik  of  the  phu*e. 

Tlie  following  table,  completed  to  19G0  from  tlie  Alnm- 
ick  piibli^lied  by  the  Society,  shows  tlic  pecuniar}'  result 
^f  ita  operations  from  the  commencement. 
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I  need  not  enter  into  similar  particulars  respecting  the 
[Corn-Mill  Society,  and  will  merely  state  that  in  1860  its 


I .  .  .  .  TheBp  rrowdii  of  hurahle  working  moii,  who  never  knew  bofore  when 
I  they  put  good  food  in  their  inoiithSf  whoeo  every  dinner  wm  atinlterited.  wbow 
nhoes  \ct  in  the  rnt^r  a  month  too  soon,  ivhose  waifit^oats  wlione  with  devils' 
duat,  anil  whose  wives  woie  calit-o  tJmt  would  not  wash,  now  buy  in  the  markets 
liki'  miliimtinain'M.  nnd  iiti  I'm-  ii.h  pureni'Sii  of  food  goes,  live  like  lords."  Fur  bei- 
iX'X,  pnibaMv,  in  llint  particular;  fnr  atwurt-dly  loitis  are  not  tlie  cuRloinen!  least 
rtn'at«H.  in  tht*  prettent  race  nf  dishnnest  competition.  '^Tlicy  ure  wpuving  their 
own  atuAs,  making;  their  own  shoes,  sewing  their  own  garments,  and  prnndiofr 
their  uwu  corn.  They  buy  the  |iure>it  sugar  und  the  best.  tea.  and  ^ind  ihcir 
own  cofl'ee.  Thuy  slaughU?r  tlieir  own  tiattlo,  and  tbt*  finest  beasts  of  tbo  laud 
wnthllo  duwu  the  ntreetj*  of  RofhilHlf  for  tlie  i-niisiiiiiiption  of  flauTioI  wcavew  mid 
cobblers,  f  [.ast  rear  tlie  Sotiety  advertised  for  a  Provision  Aj;ent  In  make  pur- 
chases  in  Iri-hind,  ami  to  devote  his  whole  time  to  tliat  duty.)  When  did  rom- 
pL'tition  give  poor  men  tlwse  fldvaiuaiies?  And  will  any  man  fayihar  the  moral 
cbarucler  of  lliesu  people  u  not  ini|n-oved  uiidcr  ih&m  inJluetictK*.  The  teetutul- 
lerti  of  Rochdale  acknowledge  tliot  the  Store  has  niadc  more  stjUer  tm>n  sinee  it 
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capital  18  set  down,  on  the  same  autliority,  at  26,filS/.  14« 
fie/.,  and  the  profit  for  that  single  year  at  10,16-W.  12*.  5»/. 
For  the  manufacturing  catahli&hmeut  I  have  no  certified 
information  later  than  that  of  Mr.  H"^Iyoake,  who  states  the 
capital  of  the  concern,  in  185T,  to  he  5500Z.  But  a  letter 
in  the  Roclidale  Observer  of  Hay  26,  1860,  editorially 
announced  as  hy  a  person  of  good  information,  says  that 
the  capital  had  at  that  tiiue  reached  50,000^. :  and  tlic 
same  letter  gives  highly  satisfactory  statements  respecting 
other  similar  associations :  the  Russeudale  Industrial  Com- 
pany, (iapital  40,000^. ;  the  Walsden  Co-operative  Com- 
pany, capital  8,000/. ;  the  Bacup  and  AVardle  Comraercial 
Compauy,  with  a  capital  of  40,000^.,  **  of  which  more  than 
ouc-tldi'd  is  borrowed  at  5  per  centT  and  this  circurastaneo, 
during  the  last  two  yBars  of  unexampled  commercial  jiro?- 
perity,  has  caused  the  rate  of  dividend  to  shareholders  to 
rise  to  an  almost  fabulous  height." 

It  is  hardly  possible  to  take  any  hut  a  hopeful  view  of 
the  prospects  of  uauki  ud,  when  in  the  two  leading  coun- 
tries of  the  world,  the  obscure  depths  of  society  contniu 
simple  working  men  whose  integrity,  good  sense,  self-coui- 
mand,  and  honourable  confidence  in  one  another,  have  ena- 
bled thL^m  to  carry  these  noble  experiments  to  the  triuinph- 
ant  issue  which  the  facts  recorded  in  the  preceding  pages 


romraenued  thao  fiU  their  efTorW  hare  been  able  to  nmke  In  the  samp  time, 
tiuatiands  who  never  knew  what  it  was  to  ha  out  of  debi.  ami  poor  wives  who 
dui'ing  forty  years  nyver  had  sixpeuee  uucoudt-mued  in  their  p(it"liet.s,  now  po»- 
acRi>  little  store*  of  money  sufficient  to  build  tliem  uurtages,  and  go  every  week 
into  their  own  market  with  moin?y  jinylin;;  in  llifir  pockets;  and  in  that  market 
thare  IB  no  digtrust  and  no  (iin-vptinn;  thrrc  is  no  nrinltoration,  and  no  second 
prices.  The  whole  atmoiiphere  is  honosi.  Tiinye  who  starve,  neithtT  hurry, 
linesse,  nor  flatlur.  Thrt)  have  uo  iutereitt  In  rJiicftnfrif.  They  hs re  but  one 
duty  to  pcrfonn — that  of  giving  fiilr  niearturi',  full  weifrlit,  and  a  pure  artidu. 
In  oilujr  part*)  of  ihi*  town,  whcK*  conipt-iUitin  U  thp  principle  of  trade,  alt  the 
pn^Bching  in  Rorhdalo  cannot  produce  moral  effects  like  these. 

"■*  A»  the  Store  haa  made  no  dehtft,  it  has  incurred  no  IoftiH>a;  and  dtiring 
thirteen  yeats'  transactions,  and  rccclptH  amounting'  to  S(»3,8B2A,  il  liuii  had  no 
law-suiU."     The  Arbitrators  of  th«  Soeictiea,  duriri^  all  their  yeans  of  office,  hare 
never  Imil  a  case  lo  decide,  ami  are  diiicontentcd  that  nobody  quarrels." 
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Attest  Their  admirable  history  shows  how  vast  an  incrcaso 
might  be  made  even  in  tlie  aggregiite  pruductivenc*as  of 
labour,  if  tlie  laboiirers  as  a  raass  were  placed  in  a  relation 
to  their  work  wliii-Ii  would  make  it  (^wiiat  now  it  is  not) 
their  principle  and  their  interest  to  do  the  utnHkst,  instead 
of  the  least  jiossible,  in  exchange  for  their  remuneration. 
In  the  co-operative  movement,  the  pennaueuey  of  which 
may  now  be  considered  as  ensni*ed;  wo  see  exemplitiod  tlie 
process  for  bringing  about  a  change  in  society,  which  would 
combine  the  freedom  and  independence  of  the  individual, 
with  the  moral,  intellectual,  and  economical  advantages  of 
aggregate  production ;  and  which,  without  violence  or 
spoliation,  or  even  any  sudden  disturbance  of  existing 
habits  and  expectations,  would  realize,  at  least  in  the  in- 
dustrial departmcut,  the  best  aspirations  of  the  democratic 
spirit,  by  putting  an  end  to  the  division  of  so<uety  into  the 
industrious  and  the  idle,  and  effacing  all  social  distinctions 
but  those  fuirly  earned  by  personal  services  and  exertions. 
Associations  like  those  which  we  have  desc-ribed,  by  the 
very  process  of  their  success,  arc  a  course  of  education  in 
those  moi'al  and  active  qualities  by  which  alone  success  can 
be  either  deserved  or  attained.  As  associations  multiplied, 
they  would  tend  more  and  more  to  absorb  all  work-people, 
except  those  who  have  too  little  understanding,  or  too  little 
virtne,  to  be  capable  of  learning  to  act  on  any  other  system 
than  that  of  narrow  seliislniess.  As  this  change  proi^eeded, 
owne]*s  of  cajutal  would  gradually  find  it  to  their  advantage, 
instead  of  maintaining  the  struggle  of  the  old  system  with 
work-people  of  only  the  worst  description,  to  lend  tlieir 
capital  to  the  associations  ;  to  do  this  at  a  diminishing  rate 
of  interest,  and  at  last,  pcrhapR,  even  to  exchange  tlieir 
capital  for  ternuiiablc  annuities.  In  this  or  some  such 
mode,  the  existing  accunudatlona  of  cajntal  might  h<jnestly, 
and  by  a  kind  of  sjHintaneons  process,  become  in  the  end 
the  joint  property  of  all  who  participate  in  their  productive 
employment:  a  transfoniiation  which,  thus  effected,  (and 
assuming  of  course  that  both  sexes  participate  equally  in 
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the  rights  and  in  the  government  of  the  aaeociation)  *  wouW 
>«  the  nearest  approu^b  to  social  joatice,  aad  the  most  bene- 
ficial ordering  of  indnfltrial  atfaire  for  the  aniversal  good, 
which  it  la  powible  at  present  to  foresee. 

I  7.  T  agree,  then,  with  the  Socialist  writers  in  their 
conception  of  the  form  which  industrial  operations  tend  to 
adsnme  in  the  advance  of  improvement ;  and  I  entirely 
share  their  opinion  that  the  time  is  ripe  for  commeDcing 
this  trariftformation,  and  that  it  slionld  bj  all  jnst  and  efifect- 
nal  meaiiA  be  aided  and  encouraged.  But  while  I  agree 
and  aympathize  with  Socialists  in  this  practical  portion  of 
their  aim^,  I  ntterly  dissent  from  the  most  cou^picnous  and 
vehement  part  of  their  teaching,  their  declamations  agamst 
competition.  With  moral  conceptions  in  many  res{)€cts  far 
ahead  of  the  existing  arrangements  of  society,  they  have 
in  general  very  confused  and  erroneous  notions  of  its  actual 
working  ;  and  one  of  their  greatest  errors,  as  I  conceive,  is  to 
charge  upon  competition  all  the  economical  evils  which  at 
present  exist.  They  forget  tijat  wherever  competition  is 
not,  monopoly  is ;  and  tliat  monopoly,  in  all  its  forms,  is 
the  taxation  of  the  industrioiia  for  the  support  of  iudolcuee, 
if  not  of  plunder.  They  forget,  too,  tliat  with  the  excep- 
tion of  competition  among  labourers,  all  other  competition 
is  for  the  i>unctil  of  the  labourers,  by  cheapening  the  articles 
they  consume ;  that  competition  even  in  the  labour  mar- 

*  lu  itiiH  nwpcct  aim  xhu  KochdiLic  Soolrty  ba?  jciven  an  esamplsol^ 
mitl  juntiiit',  worthy  of  tlic  good  geti^e  aiid  good  feeling  manifciited  hi  tlisir 
iTul  [)poor^ediiigs.  "Tlie  Hoctidale  Store,"  says  Mr.  Holyotke,  "  rcni3era  inci- 
il<>iitnl  toit  rnliiHhlc  awl  tftwanlH  re&lizin);  the  Rivil  indqi«ndence  of  women. 
WoiTwn  inay  he  mem*>oi's  nf  this  Store,  unit  fote  in  its  proceed inpfj.  Single  an<1 
iniirricd  ffonion  join.  Miiiiy  mnrried  women  become  members  becaiiBC  tfaeii 
hitfitiuidf*  will  itot  take  the  tl-()u)^le,  and  othim  Join  In  it  in  sctf^dcfeoce,  to  prv- 
vi'tit  itie  iiii^Uiirid  from  Hpi-iiding  their  money  in  drink.  The  husband  caDiiol 
willrlmw  tin-  naviiiKHat  the  Sttii-e  j»tmiiling  in  tlie  wifeV  name^  imleM  she  Higni" 
llie  nrder.     1>f  eoiirae,  an  the  law  Htill  HtandR,  the  hu.«^iaml  could  by  legal  procees 

/Tft  pooHflUMion  of  tii<>  moitey.     hut  a.  pTow»n  taken  time,  and  the  hiuband  geto 

wbvr  Mtui  thiuka  bvtticr  uf  It  h«iur«  the  Wo  ca,uaiiov«." 
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ket  is  a  source  not  of  low  but  of  UigU  wages,  wherever 
tlie  competition  for  labour  exceeds  tiie  competition  of 
labour,  as  in  America,  in  tbe  colonies,  and  in  the  skilled 
trades ;  and  never  could  be  a  cause  of  low  wagijs,  save  by 
the  overstocking  of  the  labour  market  through  tJie  too  great 
numbers  of  the  labourers'  families ;  while,  if  the  supply  of 
labdurere  is  excessive,  not  even  SociaUi>m  can  prevent  their 
remuneration  from  being  low.  Besides,  if  a^t^oeiation  were 
universal,  there  would  be  no  competition  between  la- 
bourer and  labourer ;  and  tliat  between  a&goc-iation  and 
asaociation  would  be  for  the  bem^iit  of  tlie  consumers, 
that  is,  of  the  aeaociations  ;  of  the  indn6trion&  classes  gene- 
rally. 

I  do  not  pretend  that  there  are  no  inconveniences  in 
competition,  or  that  the  moral  objections  urged  against  it 
by  Socialist  writers,  as  a  source  of  jealousy  and  hostility 
among  those  engaged  in  the  same  occupation,  are  altogether 
groundless.  But  if  competition  has  its  evils,  it  prevents 
greater  eviU,  As  M.  Feuguei*fly  well  says,*  *^  La  racine  la 
plus  profunde  des  manx  et  des  iuiquites  rpii  eouvrent  le 
mynde  industriel,  n'est  pas  la  concTLirence,  maia  bien  Tex- 
ploitation  du  travail  par  le  capital,  et  la  part  enorme  que 
ies  possesseurs  des  instruments  de  travail  prelovent  sur  Ics 
produits  ....  Si  la  eoncurrence  a  beaucoup  de  puissance 
poor  le  mal,  ellc  n'a  pas  moins  de  fecondite  pour  le  bien, 
tfurtout  en  ee  qui  coiicerne  le  di'velopjjement  des  facultes 
individuelle8»  ct  Ic  sueces  des  innovations."'  It  is  the  com- 
mon error  of  Socialistri  to  overlook  the  natural  indolence  of 
mankind  ;  their  tendency  to  be  pas&ivc,  to  be  the  slaves  <if 
habit,  to  persist  indufinitely  in  a  course  onee  chosen.  Let 
tliem  once  attain  any  state  of  existence  which  they  consider 
tolerable,  and  Ww.  danger  to  be  apprehended  is  that  they 
will  thenceforth  stagnate;  will  not  exert  themselves  to  im- 
prove, and  by  letting  their  faculties  rust,  will  lose  even 
the  energy  required  to  preserve  theui  from  dotL'rioration. 
Competition  may  not  be  the  best  conceivable  stiniulns,  but 
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it  ifi  at  present  a  necessary  one,  and  no  one  can  foresee  tlie 
time  when  it  will  not  be  iudispensal)lc  to  progi'ess.  Even 
confining  ourselves  to  t!ie  industrial  dcpartineiit,  in  whicli^ 
more  tliau  in  any  other,  the  majority  njay  be  supposed  to 
be  coni])etent  judges  of  improvements  ;  it  would  be  difficult 
to  IndiK-e  the  general  assembly  of  an  association  to  submit 
to  tin.'  trouble  and  mcouvenience  of  ahering  their  habits  by 
adopting  eome  new  and  promifiing  invention,  unless  their 
Icnowledge  of  the  cxibten(;e  of  rival  assoeiations  inath^  tbem 
appreliend  that  what  they  would  not  consent  to  do,  othcTiS 
would,  and  that  they  would  be  left  behind  in  the  race. 

Instead  of  hwking  upiin  eonipt'tilion  nts  the  baneful  and 
anti-soL*ial  principle  which  it  itj  held  to  be  by  the  generality 
of  Socialist*,  I  conceive  that,  even  in  the  present  state  of 
sociery  and  industry,  every  restriction  of  it  is  an  evil,  and 
every  extension  of  it,  even  if  for  the  time  injuriously  at^'ect- 
ing  some  class  of  labourers,  is  always  an  ultimate  good. 
To  be  protected  against  competition  is  to  be  protected  in 
idleness,  in  mental  dulness ;  to  be  saved  tlie  necessity  of 
being  as  active  and  as  intelligent  as  other  people  ;  and  if  it 
IB  also  to  be  protected  against  being  underbid  for  emplo}'- 
mont  by  a  less  highly  paid  class  of  labourere,  tliis  is  only 
where  old  custom  or  local  and  partial  monopoly  has  j)laeed 
some  particular  class  of  artisans  in  a  pnvileged  position  as 
compared  with  the  rtist ;  and  the  time  has  come  when  the 
interest  of  universal  improvement  is  no  longer  promoted  by 
prolonging  the  privileges  of  a  few.  If  the  6lo])Bellera  and 
other  of  their  class  have  lowered  the  wages  of  tailors,  and 
some  other  artisans,  by  making  tliem  an  affair  of  competi- 
tion instead  of  custom,  so  ititidi  the  better  in  the  end. 
Wliat  is  now  required  is  iu>t  h*  holster  up  old  customs, 
whereby  limited  classes  of  labouring  peojdc  obtain  partial 
gains  which  interest  them  in  teeping  up  the  present  oi^an- 
ization  of  society,  but  tc*  introduce  new  gericriil  practices 
beneficial  to  all ;  and  there  is  reason  to  rejoice  at  whatever 
lakes  the  privileged  classes  of  skilled  artisans  feel,  that 
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they  have  the  same  intereslB,  and  depend  for  their  rema- 
neration  on  the  same  general  causes,  and  must  resort  for  the 
improvement  of  their  condition  to  the  same  remedies,  as 
the  less  fortunately  circumstanced  and  comparatirely  help- 
less multitude. 
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CHAPTER  L 


OF  THE  FUNCnONS  OF  GOTEnXMXVT  IK   CENTRAL. 


§  1.  One  of  the  most  disputed  qnestious  both  in  jioliti- 
-cftl  science  and  in  practical  statesmanship  at  this  particular 
period,  relates  to  the  proper  liinita  of  the  functions  and 
agency  of  governments.  At  other  times  it  has  been  a  snb- 
ject  of  confToversy  how  governments  should  be  constitntcd, 
iind  accoi-diug  to  what  principles  and  rules  tliev  ghoukl 
■exercise  their  authority ;  but  it  is  now  alnnost  equally  a 
qne*:tion,  to  what  departments  of  hiimfln  affairs  that  an- 
thority  should  extend.  And  when  the  tide  sets  so  strongly 
towards  changes  in  government  and  legislation,  as  a  means 
of  improving  the  condition  of  mankind,  this  discussion  is 
inore  likely  to  increase  than  *  to  diminish  in  inten'st.  On 
the  one  hand,  impatient  reformers,  thinking  it  easier  and 
shorter  to  get  possession  of  the  government  than  of  the 
intellet^ts  and  dispositions  of  the  public,  are  under  a  constant 
temptation  to  stretch  the  province  of  govcnimcnt  beyond 

I  due    bounds:  while,  on  the  otlier,  mankind  hiive  been  so 
much  accustomed  by  their  rulers  to  iuterfereuco  for   pur- 
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poses  otlier  than  the  public  good,  or  under  an  erroneous 
conception  of  what  that  good  rcfjiiires,  and  so  many  rash 
proposals  are  niade  by  sincere  lovers  of  improvement,  for 
attempting,  by  compnlsory  regulation,  the  attainment  of 
objects  whlL'h  can  only  be  effectually  or  only  usefully  com- 
passed by  opinion  and  discussion,  tliat  there  has  grown  up 
a  spirit  of  resif*tance  in  limine  to  the  interference  of  govem- 
meiit,  merely  as  such,  and  a  disposition  to  restrict  its  sphere 
of  action  "within  the  narrowest  bounds.  From  differences 
in  the  histoi'ical  development  of  different  nations,  not 
necessary  to  be  Iiere  dwelt  upon,  the  former  excess,  tliat  of 
exaggerating  the  pro\'in<;e  of  government,  prevails  most, 
both  in  theory  and  in  practice,  among  tlie  Continental  na- 
tions, while  in  Euglaiid  the  contrary  spirit  has  hitherto  beeii 
predominant. 

The  general  principles  of  the  question,  in  so  far  as  it  is  a 
question  of  principle,  I  shall  make  an  attempt  to  determine 
iu  a  later  chapter  of  this  Book  :  after  firet  considering  the 
effects  pToduce<l  by  the  conduct  of  government  in  the  exer- 
cise of  the  functions  universally  acknowledged  to  belong  to  it. 
For  this  pnqKiBe,  there  must  be  a  specifii-ation  of  tlie  func- 
tions which  are  eitlier  inseparable  from  the  idea  of  a  govern- 
ment, or  are  exercised  habitnally  and  without  objection  by 
all  governments;  as  distinguished  from  those  respecting 
whioh  it  has  been  considered  questionable  whether  govern- 
ments should  exercise  them  or  not  The  former  may  be 
termed  the  n^cemary^  the  latter  the  optional,  functions  of 
government.  By  the  term  optituial  it  is  not  meant  to 
imply,  tliat  it  can  ever  be  a  matter  of  indifference,  or  ot 
ai'bitrary  choice,  whether  the  government  should  or  should 
not  take  upon  itself  the  fnnrtions  in  question  ;  but  only 
that  the  expediency  of  its  exercising  them  does  not  amoimt 
to  necessity,  and  is  a  subject  on  which  diversity  of  opinion 
does  or  may  exist. 

§  2.     In  attempting   to  enumerate  the  necessary  fane- 
tions  of  government,  we  find  them  to  be  considerably  more 
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multifarions  than  luoat  people  are  at  first  aware  of,  and  not 
capable  of  being  circumscribed  by  those  very  defiiiit*j  linos 
of  demarcation,  whicU,  in  the  incoiisidiTftteness  of  jiopular 
discussion,  it  is  often  attempted  to  dmw  round  them.  AVo 
fioiiietimei*,  for  example,  hear  it  said  that  governments  ought 
to  confine  themselves  to  affording  protoctioi»  against  force 
and  fraud :  that,  these  two  things  apai*t,  people  should  be 
free  agents,  able  to  take  care  of  themselves,  aiul  that  so  long 
as  a  person  pracitises  no  violence  or  deception,  to  the  injury 
of  others  in  pei*&ou  or  property,  legislatures  aiul  govern- 
ments are  in  no  way  called  on  to  eoru-eni  tliemselvea  about 
liim.  But  why  should  people  be  protected  by  their  govern- 
ment, that  is,  by  their  own  collective  strength,  against 
violence  and  fraud,  and  not  against  other  evils,  except  that 
the  expediency  is  more  obvious  ?  If  nothing,  bnt  what 
people  cannot  possibly  do  for  themselves,  can  be  fit  to  bo 
done  for  them  by  government,  people  might  be  rcipiired  to 
protect  themselves  by  their  skill  and  courage  even  against 
tbrce,  or  to  beg  or  buy  protection  against  it,  aa  they  actually 
do  where  the  government  is  not  capable  of  protecting  them : 
and  against  fraud  every  one  has  the  protection  of  his  own 
wits.  Bnt  without  further  anficipating  the  ditjcuir^sion  of 
principles,  it  is  sufficient  on  the  present  occasion  to  con- 
sider facts. 

TTn<ler  which  of  those  heads,  the  repression  of  force  or 
of  traud,  are  we  to  place  the  operation,  for  example,  of  the 
laws  of  inheritance?  Some  such  laws  must  exist  in  all 
societies.  It  may  be  said,  perhaps,  that  in  this  matter 
government  has  merely  to  give  effect  to  the  disposition 
which  an  individual  makes  of  his  own  property  by  will. 
This,  however,  is  at  least  extremely  disputable;  there  is 
probably  no  country  by  whose  laws  the  power  of  testament- 
ary, disposition  is  perfectly  absolute.  And  suppose  the 
very  eonnnon  case  of  there  being  no  will  :  does  not  the  law, 
that  is,  the  government,  decide  on  principles  of  general 
expediency,  who  shall  talce  the  succession  ?  und  in  case  the 
successor  is  in  any  manner  incompetent,  does  it  not  api>oint 
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peraoiis,  frequently  ofBcera  of  its  owii,  to  collect  tlie  pro- 
perty and  apply  it  to  liis  benefit  t  Tliere  are  many  otiier 
cases  in  wliick  the  government  uiidertakee  the  uduiiiiislTH- 
tioii  of  property,  because  the  public  interest,  or  perhaps 
only  that  of  the  particular  peraous  concerned,  is  thought  ti> 
require  it.  This  is  often  done  in  cases  of  litigated  pmperty ; 
and  in  cases  of  jiuliriully  declared  iiiAulveiicy.  It  has 
never  been  contended  that  in  doing  these  things,  a  govern- 
ment exceeds  its  province. 

Nor  is  the  function  of  the  law  in  defining  property  itself, 
so  simple  a  thing  as  niuy  be  supposed.  It  may  be  iuia- 
giiied,  perhaps,  that  the  law  has  only  to  declare  and  pro- 
tect the  right  of  every  one  to  what  he  haa  himself  produced, 
or  acquired  by  the  voluntary  consent,  fairly  obtained,  of  those 
who  produced  it.  But  i*  there  nothing  recognised  as  prop- 
erty except  what  haa  been  produced?  Is  there  not  the 
earth  itself,  its  forests  and  waters,  and  all  other  natural 
riches,  above  and  below  the  surface?  These  are  the  inheri- 
tance of  the  huniau  race,  and  there  must  be  regulations  for 
the  common  enjoyment  of  it.  Wliat  rights,  and  under 
what  conditions,  a  person  shall  be  allowed  to  exercise  over 
any  portion  of  this  common  inhcritaiice,  cannot  be  left 
undecided.  No  fnuction  of  gmernment  is  less  optional 
than  the  regulation  of  these  things,  or  more  completely  in- 
volved in  the  idea  of  civilized  society. 

Again,  the  legitimacy  is  eoneeded  of  repressing  violence 
or  treachery  ;  but  under  which  of  these  heads  are  we  to 
place  the  obligation  impose<l  on  people  to  perform  their 
contracts?  Non-performance  does  not  necessHrlly  imjily 
fraud  ;  the  person  who  entered  into  the  contract  may  have 
sincerely  intended  to  fnliil  it :  and  the  term  fraud,  which 
can  scarcely  adnnt  of  being  exten<led  even  to  the  case  of 
voluntary  bresicli  of  contract  when  no  det?eption  was  prac- 
tised, is  certainly  mti  a])])licable  when  the  omission  to  per- 
form is  a  case  of  negligence.  Is  it  no  part  of  the  duty  of 
governments  to  enforce  cOntrncts?  Here  the  doctrine  of 
Jion-interference  would  no  doubt  be  stretched  a  little,  and  it 
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would  be  AimXy  that  enforcing  contracts  is  not  regulating  iho 
affaim  of  imlivldtiak  at  tlio  pleasnre  of  government,  but 
giving  eftVvt  to  tlunr  own  expresswi  dL-sire.  Let  us  ncquicsce 
in  this  enlargement  of  tlie  restnctive  tbcory,  and  take  it  for 
what  it  16  worth.  But  governments  do  not  liiiiit  their  con- 
cern with  t'ontracte  to  a  simple  enforcement.  Tiiev  take 
upon  tbeiiisL-lves  to  dctcrniiuL"  wliat  contracts  are  tit  to  be 
enforced.  It  is  not  eno\igh  that  one  person,  not  being  either 
cheatct!  or  compelled,  makes  a  promise  to  another.  There 
are  proniisca  by  which  it  in  not  f<ir  the  public  good  that 
pereons  should  have  the  power  of  binding  tbemgelvee.  To 
say  nothing  of  engagemeuta  to  do  eomcthiug  contraiy  to 
law,  there  are  engagements  whicli  the  law  refuses  to  en- 
force, for  reasons  connected  with  the  interest  of  the  prom- 
iser,  or  with  the  general  policy  of  the  state.  A  contract 
by  which  a  person  aells  himself  to  another  as  a  slave,  wcmld 
be  declart'U  void  by  the  tribunals  of  this  and  of  most  otlier 
European  countries.  There  are  few  nations  whose  laws  en- 
force a  contract  for  what  is  looked  upon  iis  jiroatitntion,  or 
any  matrimonial  engagement  of  which  the  conditions  vary 
in  any  respect  from  those  which  the  law  has  tliouglit  fit  to 
prcscnbe.  But  when  once  It  is  admitted  that  there  are  any 
engagements  which  for  reasons  of  exjicdieney  the  law  ought 
not  to  enforce,  the  same  question  is  neccssarQy  opened  witli 
rttspect  to  all  engagements.  ^Vhether,  for  example,  the  law 
should  enforce  a  coiitraet  to  labour,  when  the  wages  are  too 
low,  or  the  hours  of  work  too  severe :  whether  it  should 
enforce  a  contract  by  which  a  person  binds  himself  to 
ramain,  for  more  tiuin  a  very  limited  j)eriod,  in  the  serWee 
of  &  given  individnal :  whether  a  contract  of  marriage, 
entered  into  for  life,  should  contijme  to  be  enforced  against 
tiie  deliberate  M'ill  of  the  persons,  or  of  citlier  of  the  pereons, 
who  entered  into  it.  Every  question  which  can  pos«ibly 
arise  as  to  the  policy  of  contracts,  and  of  the  relations  which 
they  establish  among  human  In-iugs,  is  a  question  fur  the 
legislator;  and  one  wliich  he  cannot  escape  from  c(  nsider- 
ing,  and  in  some  way  or  otlier  deciding. 
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Again,  the  prevention  and  suppression  of  force  and  irand 
aftWd  appropriate  employment  for  soldiers,  policemen,  and 
criminal  judges;  but  tliere  are  also  civil  tribunals.  The 
puiiiriliment  of  wrong  is  one  business  of  an  administration 
of  justice,  but  the  decision  of  disputes  is  another.  Innume- 
rable disputes  arise  between  persona,  without;  mala  fid^a  on 
either  side,  tlirough  misconception  of  their  le£:a!  rights,  or 
from  not  being  agreed  about  the  facts,  on  the  proof  of  whieU 
those  rights  are  legally  depenclent.  Is  it  not  for  the  general 
interest  that  the  State  should  appoint  persons  to  clear  up 
these  uncertainties  and  terminate  these  disputes  \  It  ctinnot 
be  said  to  he  a  case  of  absolute  ne<tessity.  People  might 
appoint  an  arbitrator,  and  engage  to  submit  to  his  decision  ; 
and  they  do  so  where  there  are  no  courts  of  justice,  or 
where  the  courts  are  not  trusted,  or  where  their  delays  and 
expenses,  or  the  irrationality  of  their  rules  of  evidence,  deter 
people  from  resorting  to  them.  Still,  it  is  universally 
thought  right  that  the  State  should  establish  civil  tribunals; 
and  if  their  defects  often  drive  people  to  have  recourse  to 
substitutes,  even  then  the  power  held  in  reserve  of  carrying 
the  case  betbre  a  legally  constituted  court,  gives  to  the  sub- 
stitutes their  principal  etficacy. 

Xot  only  does  the  State  undertake  to  decide  disputes,  it 
f  takes  precautions  beforehand  that  disputes  may  not  arise. 
Tlie  laws  of  most  countries  lay  down  rules  for  determining 
many  things,  not  because  it  is  of  nuicli  consequence  in  what 
way  they  are  determined,  but  in  order  that  they  may  be 
determined  somehow,  and  there  nmy  be  no  question  on  the 
subject.  The  law  prescribes  forms  of  words  for  many  kinds 
of  contract,  in  order  tlmt  no  dispute  or  misunderstanding 
may  arise  about  their  meaning :  it  makes  provision  that  if  a 
dispute  does  arise,  evidence  shall  be  procurable  for  deciding 
it,  by  requiring  that  the  document  be  attested  by  witnessee 
and  executed  with  certain  formalities.  TJie  law  preserves 
authentic  evidence  of  facts  to  which  Icgfll  consequences  are 
attached,  by  keeping  a  registry  of  such  facte ;  ae  of  births, 
deaths,  and  marriages,  of  wills  and  contracts,  and  of  jiidi- 
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cial  proceedings.  In  doing  tliese  tlnngs,  it  has  never  been 
alleged  that  government  oversteps  the  proper  limits  of  its 
functions. 

Again,  however  wide  a  scope  wo  may  allow  to  the 
doctrine  that  iudividuals  are  the  proper  guardians  of  their 
own  interests,  and  that  goveninjent  owes  nothing  to  them 
but  to  save  tliem  fntm  being  interfered  with  by  other  peo- 
ple, the  doctrine  can  ntiver  be  applicable  to  any  persons  but  ^ 
thope  who  are  eapablt;  of  at^ting  in  their  own  behalf.  The 
individual  may  be  an  infant  or  a  luuaLif,  ur  fallen  into  im- 
becility. The  law  surely  must  look  after  the  interest  of 
such  persons.  It  doesnot  necessarily  do  this  thrntigli  officers 
of  its  own.  It  often  devolves  tlic  trust  ujion  some  relative 
or  connexion.  But  in  domg  su  is  its  duty  ended  ?  Can  it 
make  over  the  interests  of  one  person  to  the  control  of 
another,  and  be  ext-nscd  from  supervision,  or  from  holding 
the  person  thus  trusted,  responsible  lor  the  dischai^e  of  the 
trust? 

There  is  a  multitude   of  cases  in  which   governments, 
with  general  approbation,  assume  powers  and  execute  func- 
tions for  which  no  reason  can  be  assigned  except  the  simple 
one,  tliat  they  condm-e  to  general  convenience.     We  may 
talce  as  an  example,  the  tunction  (which  is  a  monopoly  too) 
of  coining  money.     This  is  assumed  for  no  more  recondite  • 
purpo&e   than  that  of  saving  to   individuals   the  trouble, 
delay,  and  expense  of  weighing   and   assaying.     Xo  one, 
however,  even  of  those  most  jealous  of  state  interference, 
has  objected  to  this  as  an  improper  exercise  of  the  powers 
of  government.     Prescribing  a  set  of  standard  weights  and  , 
itieasures  is  another  instance.     Paving,  lightings  and  cleans-  . 
ing  the  streets  and  thorouglifares,  is  another  ;  whether  done 
by  the  general  government,  or,  as  is  more  usual,  and  gener- 
ally more  advisable,  by  a  munici^^l  authority.     Making  or 
improvmg  harbours,  bnilding  light-houses,  making  surveys    ' 
in  order  to  have  accurate  maps  and  chaits,  raising  dykes  to 
keep  the  sea  out,  and  embankments  to  keep  rivers  in,  are 
cases  in  point. 
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Examples  might  be  indefinite! v  multiplied  vitliont 
iiitruiliug  on  any  disputed  ground.  But  enough  has  been 
iHiil  to  show  tliat  the  admitted  functions  of  iiovcrnnienr 
embrat't)  a  niueh  wider  field  than  can  easily  bo  included 
within  the  ring-fence  of  any  restrictive  definition,  and  that 
it  is  hardly  poesible  to  find  any  ground  of  justification 
common  to  them  all,  except  the  comprehensive  one  of 
general  expediency;  nor  to  limit  tlie  interference  of  govern- 
ment by  any  universal  rule,  gave  the  simple  and  vaf^ue  one 
that  it  should  never  be  admitted  but  when  the  case  of  expe- 
diency is  strong. 


§  3.  Some  observations,  however,  may  be  usefully  be- 
stowed on  the  nature  of  the  conai derations  on  which  tlio 
question  of  government  interference  is  nost  likely  to  tuni, 
and  on  the  mode  of  estimating  the  comparative  magnitude 
of  the  expediencies  involved.  This  will  form  tbe  last,  of  the 
three  parts  into  which  our  discussion  of  the  principles  and 
eflTects  of  government  iuterfeience  may  conveniently  be 
divided.     Tlie  following  will  he  our  division  of  the  subject 

We  shall  first  consider  the  economical  effects  arit^ing 
from  the  manner  in  which  goveruiueuts  perform  their  neces- 
sary and  acknowledged  functions. 

We  shall  then  i>a.&s  to  certain  governmental  interferences 
of  wliat  I  have  termed  the  optional  kind  (i.e.  overstepping 
the  boundaries  of  tlie  universally  acknowledged  functions) 
which  liave  heretofore  taken  place,  and  in  some  cases  still 
take  place,  under  tlie  iuHiience  of  false  general  theories. 

It  will  lastly  remain  to  inquire  whether,  independently 
of  any  fal«e  theory,  and  consistently  witli  a  correct  view  of 
the  laws  which  regulate  human  atiairs,  there  be  any  cases 
of  the  optional  class  in  which  governmental  interference  is 
really  advisable,  and  wha/t  are  those  cases. 

The  first  of  these  divisions  is  of  an  extremely  miscel- 
laneous character  :  since  the  necessary  functions  of  govern- 
ment, and  those  which  are  so  manifestly  expedient  that 
rhi\y  have  never  or  very  rarely  been  objected  to,  are,  as 
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already  pointed  out,  too  various  to  be  brouglit  under  any 
very  simple  classiiicaHon.  Those,  however,  which  are  of 
principal  importance,  which  alone  it  is  neceiifi&i^  here  to 
consider,  may  be  reduced  to  the  lollowing  general  heads. 

First,  the  means  adopted  by  goremmentd  to  raise  the 
revenue  which  is  the  condition  of  their  existence. 

Secondly,  the  nature  of  the  laws  which  they  prescribe  on 
the  two  great  subjects  of  Property  and  Contracts. 

Thirdly,  the  excellences  or  defects  of  the  system  of 
means  by  which  they  enforce  generally  the  execution  of 
tlieir  laws,  namely,  tlieir  judicature  and  police. 

We  commence  with  the  first  head,  that  is,  witli  the 
theory*  of  Taxation, 


CHAPTER  U. 


GENERAL   PRINCIPLES   OF  TAXATIOX, 


§  1.  The  qualities  desirable,  economically  Bpeaking, 
111  a  pystein  of  taxation,  liave  been  emboilicd  hy  Adam 
Smith  in  fonr  maxims  or  principles,  which,  having  been 
generally  coneurred  in  by  subsequent  writers,  may  be  said 
to  have  become  classical,  and  tliis  chapter  cannot  be  better 
coramenccd  than  by  quoting  them.* 

"  1.  The  subjects  of  every  state  ought  to  contribute  to 
the  support  of  the  government,  as  nearly  as  possible  in  pro- 
portion to  their  respective  abilities  :  that  is,  in  ]>roportion  to 
the  revenue  which  they  respectively  enjoy  under  the  pro- 
tection of  the  state.  In  the  observation  or  neglect  of  this 
maxim  consists  what  is  called  the  equality  or  inequality  of 
taxation. 

"2,  The  tax  which  each  individual  is  hound  to  pay 
ought  to  be  certain,  and  not  arbitrary.  The  time  of  pay- 
ment, the  manner  of  payment,  tiie  quantity  to  be  paid, 
ought  all  to  be  clear  and  plain  to  the  contributor,  and  to 
every  other  person.  Wiicrc  it  is  othenvisc,  every  person 
subject  to  the  tax  is  }>ut  more  or  le&s  in  the  power  of  the 
taxgatherer,  who  can  either  aggravate  the  tax  n\>on  any 
obnoxious  coutrihutor,  or  extort  by  the  terror  of  such 
aggravation,  some  present  or  perquisite  to  himself.  The 
uncertainty  of  taxation  encourages  the  insolence  and  fa- 
voxirs  the  corruption  of  an  order  of  men  who  are  naturally 
unjMqHilar,  even  when  ttiey  are  neither   insolent  nor  cor- 

•  Wfalth  of  NiUtoniy  book  v.  eb.  ii. 
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nipt.  The  certainty  of  wliat  each  individnal  oiiglit  to  pay 
is,  in  taxation,  a  matter  of  60  great  importance,  tlmt  a  very 
coDsiderable  degree  of  incqitality.  it  appears,  1  believe,  from 
the  experience  of  all  nations,  is  not  near  so  great  an  evil,  aa 
a  very  emali  de^rree  of  mieertainty. 

"  3.  Every  tax  on^ht  to  be  levied  at  the  time,  or  in  the 
manner,  in  which  it  is  most  likely  to  be  convenient  for  the 
contributor  to  pay  it.  A  tax  upon  the  rent  of  land  or  of 
houses,  payable  at  the  same  tenn  at  which  snch  rentp  are 
nsually  paid,  is  levied  at  a  time  when  it  is  most  likely  to  be 
convenient  for  the  contributor  to  pay  ;  or  when  lie  is  most 
likely  to  have  wherewithal  to  jiay.  Taxt*  npon  sueli  con- 
sumable froods  as  are  articles  of  luxury,  are  all  tinally  paid 
by  the  consnmer,  and  generally  in  a  manner  that  it;  vrry 
convenient  to  him.  lie  pays  them  by  little  and  little,  as  he 
has  occasion  to  buy  the  goods.  As  he  is  at  liberty,  too, 
eitbier  to  bnv  or  not  to  buy,  as  he  pleases,  it  must  be  his  own 
fault  if  he  ever  suffers  any  considerable  inconvenience  from 
fiucli  ♦axes. 

"  4.  Every  tax  ought  to  be  so  contrived  as  both  to  take 
out  and  to  keep  out  of  the  pockets  of  the  people  as  little 
as  possible  over  and  above  what  it  brings  into  the  public 
treasury  of  the  state.  A  tax  may  either  take  out  or  keep 
out  of  the  pockets  of  the  people  a  ijreat  deal  more  tiian  it 
brings  into  tlie  public  treasury  in  tlie  four  following  ways. 
First,  the  levying  of  it  may  rt-quire  a  great  number  of  offi- 
cers, whose  salaries  may  eat  np  the  greater  part  of  the  prod- 
uce of  the  tax  and  whose  perquisites  may  impose  another 
additional  tax  upon  the  people.".  Secondly,  it  may  divert  a 
portion  of  the  labour  and  capital  of  the  community  fi'om  a 
more  to  a  lees  productive  employment.  "Tliirdly,  by  the 
forfeitures  and  other  penalties  which  those  unfortunate  indi- 
viduals incur  who  attempt  unsuccessfully  to  evade  the  tax, 
it  may  freipiently  ruin  them,  and  thereby  put  an  end  to  the 
benefit  wliich  the  community  might  have  deiived  from  the 
employment  of  their  capital.*.  An  injudicious  tax  offers  a 
great  temptation  to   smuggling.     Fourthly,  by  subjecting 
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tbc  (>cople  to  the  frequent  vUits  and  the  odious  examinatiou 
of  the  tax-gatherers,  it  may  expose  them  to  mutrh  uuiiec- 
essary  trouble,  vexation,  and  oppression :  "  to  which  may 
be  added,  tliat  the  restrictive  regulations  to  which  trades 
and  manufactures  are  often  Bubjeeted  to  prevent  evasion  of 
a  tax,  are  not  only  in  them&elves  troublesome  and  expensive, 
but  often  oppose  insuperable  obstacles  to  making  improve- 
ments in  the  proceft>es- 

The  last  three  of  thetio  fonr  maxims  require  little  other 
oxplanatiuQ  or  iUu&tration  than  is  contained  in  the  passage 
itaelf.  How  far  any  given  tax  conforms  to,  or  conflicts  with 
them,  is  a  matter  to  be  considered  in  the  discussion  of  par- 
ticular taxes.  But  the  fii*5t  of  the  four  points,  equality  of 
taxation,  requires  to  be  more  fully  examined,  being  a  thing 
often  imperfectly  understood,  and  on  which  many  false  no- 
tions have  become  to  a  certain  degree  acoredite<l,  through  tlie 
absence  of  any  definite  principles  of  judgment  in  the  popular 
mind. 


§  2.  For  what  reason  ought  equality  to  be  the  nile  in 
matters  of  taxation  ?  For  the  reason,  that  it  ought  to  be  so 
in  all  affairs  of  government.  As  a  government  ought  to 
make  no  distmciion  of  persons  or  classes  in  the  strength  of 
then"  claims  on  it,  whatever  sacriiices  it  requires  from  them 
siiould  be  made  to  bear  as  nearly  as  possible  witli  the  same 
pressure  upon  all,  which  it  must  be  observed,  is  the  mode  by 
which  least  sacrifice  is  occasioned  on  the  whole.  If  any  one 
bears  less  than  his  fair  share  of  the  burthen,  some  other 
person  must  suffer  more  than  his  share,  and  the  alleviation 
to  the  one  is  not,  C(eUn3 parihuSy  so  great  a  good  to  him,  a? 
the  increased  pressure  upon  the  other  is  an  evil.  Equality 
of  taxation,  therefore,  as  a  maxim  of  politics,  means  equality 
of  sacrifice.  It  means  a])portioning  the  contribution  of  ench 
person  towards  the  expenses  of  government,  so  that  he  shall 
feel  neither  more  nor  less  inconvenience  from  his  share  of  the 
|>aymcnt  than  every  other  person  experiencee  from  his. 
This  standard,  like  other  standanls  of  perfection,  cannot  be 


completely  realized  ;  but  tlit*  first  olyect  in  every  practical 
discussion  shouUl  be  to  know  what  perfection  is. 

Tlicre  are  peroons,  liowevtT,  who  are  not  content  with 
the  gtiueral  principles  of  juBtieo  as  a  basis  to  ground  a  rule 
of  finance  upon,  but  must  have  soniethnig,  as  they  think, 
more  speciiically  appropriate  to  the  subject.  Wiiat  best 
pleases  them  is,  to  regard  the  taxes  paid  by  each  member 
of  the  community  as  an  equivalunt  for  value  received,  in 
the  shape  of  service  to  himself;  and  they  prefer  to  rest 
the  justice  of  making  each  contribute  in  propoition  to  hia 
means,  upon  the  ground,  that  he  who  han;  twice  as  much 
property  to  be  protected,  receives,  on  an  accurate  calculation, 
twice  as  much  protection,  and  ought,  on  the  principles  of 
bargain  and  sale,  to  puy  twice  as  much  for  it.  Since,  how- 
ever, the  assumption  that  government  exists  solely  for  the 
protection  of  property,  is  not  one  to  be  deliberately  adhered 
to  ;  some  consistent  adiierents  of  the  quid  pro  quo  principle 
go  on  to  observe,  that  protection  being  required  for  pereous 
as  well  as  property,  and  everybody's  person  receiving  the 
game  amount  of  protection,  a  poll-tax  of  a  fixed  sum  per  head 
is  a  proper  equivalent  for  this  part  of  the  benefits  of  govern- 
ment, while  the  remaining  part,  protection  to  ])ro|>orty ,  should 
Ite  paid  for  in  propoition  to  property.  There  is  in  this  ad- 
justment a  false  air  of  nice  adaptation,  very  acceptable  to 
some  minds.  But  in  the  first  place,  it  is  not  admissible  that 
the  protection  of  persons  and  that  of  ])roperty  are  the  sole 
purjH)scs  of  government.  The  ends  of  govemment  are  as 
comprehensive  as  those  of  the  social  union.  They  consist  of 
all  the  good,  and  all  the  immimity  from  evil,  which  the  exist- 
ence of  government  can  be  made  either  directly  or  indirectly 
to  bestow.  In  the  second  place,  tlie  practice  of  setting 
definite  values  on  things  essentially  indeliuite,  and  making 
them  a  grouml  of  practical  conclusions,  is  peculiarly  fertile 
in  false  views  of  social  qnestions.  It  cannot  be  admitted, 
that  to  be  protected  in  the  ownership  of  ten  times  as  much 
property,  is  to  be  ten  times  as  nmch  pri-)tccted.  ^V'^lethe^ 
the  labour  and  oxjiense  of  the  protoction,  or  the  feelings  of 
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the  protected  person,  or  any  other  definite  thing  be  made 
the  standard,  there  is  no  such  j)roportion  as  the  one  sup- 
posed, nor  any  other  definable  proportion.  If  we  wanted  to 
estimate  the  degrees  of  benefit  which  different  persons  deiive 
from  the  protection  of  government,  we  should  have  to  con- 
sidur  who  would  siifler  most  if  tliat  protection  were  witli- 
drawn  :  to  which  question  if  any  an&wer  could  be  made,  it 
unist  be,  that  those  wuuld  suffer  most  who  were  weakest  in 
mind  or  body,  either  by  nature  or  by  position.  Indeed, 
such  persons  would  almost  infallibly  be  slaves.  If  there 
were  any  justice,  therefore,  in  tlie  theory  of  justice  now 
under  consideration,  those  wlio  are  least  capable  of  heli)iiig 
or  defending  themselves,  being  those  to  whom  the  protec- 
tion of  government  is  the  most  indispensable,  ought  to  pay 
the  greatest  share  of  its  price :  the  reverse  of  the  true  idea 
of  distributive  justice,  which  consists  not  in  imitating  but 
in  redressing  the  inequalities  and  wrongs  of  nature. 

Government  must  be  regarded  assopre-emuiently  a  con- 
ceni  of  all,  that  to  determine  who  are  most  interested  in  it 
is  (»f  no  i*eal  importance.  If  a  person  or  class  of  persons 
receive  so  small  a  share  of  the  benefit  as  makes  it  necessary 
to  raise  the  question,  there  is  sometliing  else  than  taxation 
wliicli  is  amiss,  and  the  thing  to  be  done  is  to  remedy  tlio 
defect,  instead  of  recognising  it  and  making  it  a  ground  for 
demanding  less  taxes.  As  in  a  ease  of  voluntary  subscrip- 
tion for  a  purpose  in  which  all  are  interested,  all  are  thought 
to  have  done  llieir  pmt  fairly  when  each  has  contributed 
according  to  his  njeans,  that  is,  has  made  an  equal  sacrifice 
for  the  common  object;  in  like  manner  should  tliis  Ite  tlic 
principle  ofoumpulsory  contributions:  and  it  is  superfluous 
to  htok  for  a  more  ingenious  or  recondite  ground  to  rest  the 
principle  upon. 


§  3.  Setting  out,  then,  from  the  maxim  that  equal 
sacrifices  ought  to  be  demanded  from  all,  we  have  next  to 
inquire  whether  this  is  in  fact  done,  by  making  each  contrib- 
ute the  samn  percentage  on  his  pecuniary  means.    Many 
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pereons  maintain  the  uegativc,  saying  that  a  tcntlt  }>ai-t  taken 
tVoni  a  siuaI]  income  is  a  heavier  burthen  than  the  same 
fraction  deducted  from  one  much  larger ;  and  on  this  is 
grounded  tlxc  very  popuhxr  echeme  of  wliat  is  called  a 
graduated  property  tax,  viz.  an  income  tax  ia  whicli  the 
percentage  rises  witlx  the  amount  of  the  inconie. 

On  the  best  consideration  I  am  able  to  give  to  tliis 
(pieslion,  it  appeard  to  me  tliat  the  portion  of  trath  whicli  the 
doctrine  eontainif,  arises  principally  from  the  ditference  be- 
tween a  tax  which  can  be  saved  from  luxuries,  and  one  which 
trenches,  in  ever  so  small  a  degree,  upon  the  nocessariea  of 
lite.  To  take  a  tliousand  a  year  from  the  possessor  (»f  tun 
tliousand,  would  not  de]>rive  him  of  anything  really  condu- 
cive either  to  the  support  or  to  the  comfort  of  existence; 
and  if  such  would  be  the  ctiect  of  taking  five  pounds  from 
one  whose  income  is  filty,  the  sacrifice  required  from  the  last 
is  not  only  greater  than,  but  entirely  incommensurable  with, 
that  imposed  upon  the  tii-st.  The  mode  of  adjusting  these 
ine<pialities  of  pressure  which  seems  to  be  the  most  efjuitablo, 
is  that  recommended  by  Benthara,  of  leaving  a  certain  min- 
imum of  income,  sutficient  to  provide  the  necessaries  of  life, 
untaxed.  Suppose  5(V.  a  year  to  be  snl^cicnt  to  provide 
ihe  number  of  pei*6ons  ordinarily  supported  from  a  biugle 
income,  with  the  requisites  of  life  and  health,  and  with 
protection  agahist  habitual  bodily  suffcnngj  but  not  with 
any  indulgence.  This  then  should  be  made  the  minimum, 
and  incomes  exceeding  it  should  pay  taxes  not  upon  their 
whole  amount,  but  upon  the  surjilus.  If  tlie  tax  be  ten  per 
cent,  an  income  of  fiO/.  sluudd  be  considered  as  a  net  income 
of  10^.,  and  charged  with  1/.  a  year,  while  an  income  of 
1000/.  should  be  charged  as  one  of  950/.  Each  would  theu 
jiay  a  tixed  [>r(jportion,  not  of  his  whole  means,  but  of  his 
■  superfluities  An  income  not  exceeding  50/.  should  not  be 
taxed  at  all,  eidier  directly  or  by  taxes  on  necessaries ;  for  as 
by  supposition  this  is  the  smallest  income  which  labour 
ought  to  be  able  to  command,  the  government  ought  not  to 
be  a  party  to  making  it  smaller.     Tliis  arrangement  however 
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would  constitute  a  reason,  in  addition  to  otliere  which  might 
be  stated,  for  maintaining  taxes  on  articled  of  luxur}*  con- 
snmed  by  the  poor.  The  immunity  extended  to  the  income 
required  for  necessaries,  slioiild  depend  on  its  being  actually 
expended  for  that  piirpose ;  and  tlie  poor  wlio,  not  haring 
moi-e  tlian  enough  for  necessaries,  divert  any  part  of  it 
to  indulgences,  should  like  other  people  contribute  their 
quota  out  of  those  indulgences  to  tlie  ex|>en3e8  of  the  state. 

The  exemption  in  favour  of  the  smaller  incomes  should 
not,  I  think,  be  stretched  further  than  to  the  amount  of 
income  needful  for  life,  health,  and  immunity  from  bodily 
paiu.  If  50/.  a  year  is  suiiicieut  (which  may  be  doubted)  for 
these  ]jurj>oees,  an  income  of  IdO/.  a  year  would,  as  it  seems 
to  me,  obtain  all  the  relief  it  is  entitled  to,  compared  with  one 
of  1000/.,  by  bcin^  taxed  only  on  50/,  of  its  amount.  It  may 
be  said,  indeed,  that  to  take  100/.  from  1000/.  (even  giving 
back  five  pounds)  is  a  heavier  impost  than  1000/.  taken 
from  10,000/.  (giving  l>ack  the  same  five  pounds).  But  this 
doctrine  seems  to  me  too  disputable  altogether,  and  even  if 
true  at  all,  not  tnie  to  a  sufiicient  extent,  to  be  made  the 
foundation  of  any  rule  of  taxation.  "Whether  the  person 
witli  10,(W<>/.  a  year  cares  less  for  1000/.  than  the  pei*son 
with  only  1000/.  a  year  cares  for  100/.,  and  if  so,  how  much 
less,  docs  not  ai)pear  to  me  <'apable  of  being  decided  with  the 
degree  of  certainty  on  which  a  legislator  or  a  financier  ought 
to  act. 

Some  indeed  contend  that  the  rule  of  proportional  taxa- 
tion beam  harder  upon  the  moderate  than  upon  the  large  in- 
comes, betrause  the  same  proportional  payment  has  mon? 
tendency  in  the  former  case  than  in  the  latter,  to  reduce  the 
payer  to  a  lower  grade  of  social  rank.  The  fact  appears  to 
me  more  than  questionable.  But  even  admitting  it,  I  object 
to  its  being  considered  incumbent  on  goveniment  to  shape 
its  course  by  such  considerations,  or  to  recognise  the  notion 
that  Hocial  impoi'tance  is  or  ean  l)e  dclorniined  by  amoimt 
of  expenditure.  Government  ought  to  set  an  example  of 
raring  all  things  at  their  true  value,  and  riches,  therefore. 
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the  -wortli,  tor  comfort  or  pleasure,  of  the  things  whiuh 
they  will  bay :  and  ought  uot  to  sanclion  the  vulgarity  of 
prizing  them  for  the  jiitifiil  vanity  of  being  kno\m  to  pos- 
sess them,  or  the  paltry  shame  of  being  suspected  to  be 
witljont  them,  the  presiding  motives  of  three-fourths  of  the 
expenditure  of  the  middk*  elaeses.  The  sacrifices  of  real 
comfort  or  indulgence  which  government  requires,  it  is 
bound  to  apportion  among  all  |>erBon8  with  as  much  equality 
as  possible ;  but  their  sacrifices  of  the  imaginary  dignity 
dependent  on  expense,  it  may  spare  itself  the  trouble  of 
estimating. 

Botli  in  England  and  on  the  Continent  a  graduated 
pTOperty-tax  {Vimp6t  j/ro^esaif )  has  been  advocated,  on  the 
avowed  ground  that  tlie  state  shonld  use  the  instrument  of 
taxation  as  a  means  of  mitigating  the  iuecjualities  ttf  wealth. 
I  am  as  desirous  as  any  one,  that  means  should  he  taken  to 
diminish  those  inequalities,  but  not  so  as  to  relieve  the 
prodigal  at  tbe  expense  of  the  prudent.  To  tax  the  larger 
incomes  at  a  higlier  percentage  than  the  smaller,  ia  to  lay  a 
tax  on  industry  and  economy  ;  to  impose  a  penaltj'  on  peo- 
ple for  having  worked  Larder  and  saved  more  tlian  their 
neighbours.  It  is  not  the  fortunes  whicli  are  earned,  but 
those  which  are  unearned,  that  it  is  for  the  public  good  to 
place  under  limitation.  A  just  and  wise  legislation  would 
abstain  from  holding  out  motives  for  dissipating  rather  than 
saving  the  earnings  of  honest  exertion.  Its  impndialiti^ 
between  competitors  would  consist  in  endeavouring  that 
they  should  all  start  fair,  and  not  in  hanging  n  weight  upon 
the  swift  to  diminish  the  distance  between  them  and  the 
slow.  Many,  indeed,  fail  with  greater  efforts  than  those 
with  which  others  succeed,  not  from  difference  of  merits, 
but  diftereuce  of  opportimities ;  but  if  all  were  done  which 
it  would  be  in  the  power  of  a  good  goveraraent  to  do,  by 
instruction  and  by  legislation,  to  diminish  tJiis  inequality  of 
opportunities,  tbe  difterenees  of  fortune  arising  from  peo- 
ple's own  earnings  could  not  justly  give  umbrage.     With 

pect  to  the  large  fortunes  acquired  by  gift  or  inberi- 
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tance,  the  power  of  bequeathing  is  one  of  those  privileges 
of  property  which  are  fit  subjects  for  regulation  on  grounds 
of  general  expediency  ;  and  1  have  already  suggested,*  as 
the  most  eligible  mode  of  restraining  the  accumulatiou  of 
large  fortunes  in  tiie  liands  of  those  who  have  not  earned 
them  by  exertion,  a  limitation  of  the  amount  which  anyone 
person  should  be  permitted  to  acquire  by  git^,  bequest,  or 
inheritance.  Apart  from  this,  and  from  the  proposal  of 
Bentham  (also  discussed  in  a  former  chapter)  that  collateral 
inheritaiico  ab  intcstato  sliould  cease,  and  the  property 
escheat  to  the  state,  I  conceive  that  inheritances  and  l^a- 
cies,  exceeding  a  certain  amount,  are  highly  proper  subjects 
for  taxation  :  and  that  the  revenue  from  them  should  be  as 
great  as  it  can  be  made  without  giving  rise  to  evasions,  by 
donation  inter  vivos  or  concealment  of  property,  such  as  it 
would  be  im|)ossible  ade<iuately  to  check.  The  principle  of 
graduation  (as  it  is  called,)  that  is,  of  levying  a  larger  per- 
centage on  II  larger  snni,  though  its  application  to  general 
taxation  would  be  in  my  opinion  objectionable,  seems  to 
me  both  just  and  expedient  as  applied  to  legacy  and  iulieri. 
tance  duties. 

The  objection  to  a  graduated  property  tax  applies  in  an 
aggravated  degree  to  the  proposition  of  an  exclusive  tax  on 
what  is  called  *'  realized  property,"  that  is,  property  not 
forming  a  part  of  any  capital  engaged  in  business,  or  rather 
in  business  under  the  superintendence  of  the  owner :  as 
land,  the  public  funds,  money  lent  on  mortgage,  and  sliares 
(I  presume)  in  joint  stock  companies.  Except  the  proposal 
of  applying  a  sponge  to  the  national  debt,  no  such  palpable 
violation  of  common  lione&ty  has  found  sufficient  support  in 
this  country,  during  the  present  generation,  to  be  regarded 
as  within  the  domain  of  discussion.  It  ha.t  not  the  palliation 
of  a  graduated  property  tax,  that  of  laying  the  burthen  on 
those  best  able  to  bear  it ;  for  **  realized  property"  includes 
the  far  larger  portion  of  the  provision  made  for  thoee  who 
lare  unable  to  work,  and  consists,  in  great  part,  of  extremely 
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small  fractions.  I  can  hardly  conceive  a  more  sliamcless 
preteusion,  than  that  the  major  part  of  the  property  of  the 
country,  that  of  mereliants,  mAnufactarera,  farmers,  aud 
shopkeepers,  should  be  exempted  from  its  share  of  taxation  ; 
tliat  these  classes  should  only  b^^  to  pay  their  proportion 
er  retiring  from  business,  and  if  they  never  retire  should 
excused  from  it  altogether.  But  even  this  does  not  give 
an  adequate  idea  of  the  injustice  of  the  proposition.  The 
burthen  thus  exclusively  thrown  on  the  owners  of  the 
smaller  portion  of  the  wealth  of  the  community,  would  not 
even  be  a  burthen  on  that  dttss  of  persons  in  perpetual 
euccession,  but  would  fall  exclusively  on  those  who  happened 
to  compose  it  when  the  tax  wii5  laid  on.  As  land  and  those 
particular  securities  would  thenceforth  yield  a  smaller  net 
income,  relatively  to  the  general  interest  of  capital  and  to 
the  profits  of  trade;  the  balance  would  rectify  itself  by  a 
permanent  depreciation  of  those  kinds  of  property.  Future 
buyers  would  acquire  land  and  securities  at  a  reduction  of 
price,  equivalent  to  the  peculiar  tax,  which  tax  they  would, 
therefore,  escape  from  paying ;  while  the  original  possessors 
would  remain  bnrthened  with  it  even  after  parting  with  the 
property,  since  they  would  have  sold  their  land  or  securi- 
ties at  a  loss  of  value  equivalent  to  the  fee-siinplu  of  the 
X.  Its  imposition  would  thus  be  tantamount  to  the  con- 
fiscation for  i>iil)lie  uses  of  a  percentage  of  tlicir  property, 
equal  to  the  percentage  laid  on  their  income  by  the  tax. 
That  such  a  proposition  shonld  tind  any  favour,  is  a  strik- 
ing instance  of  the  want  of  conscience  in  matters  of  taxa- 
tion, resulting  from  the  absence  of  any  fixed  principles  in 
the  pnblic  mind,  and  of  any  indication  of  a  sense  of  justice 
on  the  subject  in  the  general  conduct  of  governments. 
Shonld  the  scheme  ever  enlist  a  large  party  in  its  support, 
the  fact  would  indicate  a  laxity  of  pecuniary  integrity  ii> 
national  affairs,  scarcely  inferior  to  American  repudiation. 

f      §  4.     Whether  the  profits  of  trade  may  not  rightfully  bo   > 
taxed  Bt  a  lower  rate  tlian  incomes  derived  from  interest  ot 
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rent,  is  part  of  the  more  comprehensive  question,  so  otlen 
mooted  on  the  occasion  of  the  present  income  tax,  w]»etlier 
life  iiicomtfl  slioiild  be  Bubjeeted  to  the  same  rate  of  taxation 
as  perpetual  incomes ;  wlictlier  salaries,  for  example,  or 
annuities,  or  the  gains  oi'  professions,  should  pay  the  same 
percentage  as  tlie  income  i'rom  inheritable  property. 

The  existing  tax  treats  all  kinds  of  iucouies  exactly  alike, 
taking  its  sevenpence  (now  ninepeuce)  in  the  pound,  as  well 
from  tlie  person  whose  income  dies  with  him,  as  from  tlie 
landholder,  stockholder,  or  mortgagee,  who  can  transmit 
his  fortune  nndiminislied  to  his  descendants.  This  is  a  visible 
injustice:  yet  it  does  not  arithmetically  violate  the  rule  tliat 
taxiition  ought  to  be  in  proportion  to  moans.  "When  it  is  said 
that  a  temporary  income  ought  to  be  taxed  less  tlian  a 
permanent  one,  the  reply  is  irresistible,  that  it  is  taxed  less; 
for  the  income  which  lasts  only  tea  years  pays  the  tax  only 
ten  years,  whiJe  that  which  lasts  for  ever  pays  for  ever. 
On  this  point  some  financial  reformers  are  guilty  of  a  great 
fallacy.  They  contend  that  incomes  ought  to  be  assessed 
to  the  income  tax  n(it  in  ])roportion  to  their  annual  amount, 
but  to  their  capitalized  value:  that,  for  example,  if  the 
value  of  a  perpetual  annuity  of  100^.  is  3000^.,  and  a  life 
annuity  of  the  same  amount  being  worth  only  Imif  the 
number  of  years'  purchase  could  only  be  sold  for  1500/.,  the 
perpetual  income  should  pay  twice  as  much  per  cent  in- 
come tax  as  the  terminable  income  ;  if  the  one  pays  10/.  a 
year  the  other  should  pay  only  6A  Cut  in  this  argument 
there  is  the  obvious  oversight,  that  it  values  the  incomes  by 
one  standard  and  the  pa^inenta  by  another ;  it  capitalizes 
the  incomes,  but  forgets  to  capitalize  the  payments.  An 
annuity  worth  3000/.  ought,  it  is  alleged,  to  be  ta.xed  twice 
as  highly  as  one  which  is  only  worth  1500/.,  and  no  asser- 
tion can  be  more  unquestionable ;  but  it  is  forgotten  that 
the  income  worth  3000/.  pays  to  the  supposed  income  tax 
10/.  a  year  in  perpetuity,  which  is  equivalent,  by  supposi- 
tjon,  to  300/.,  while  the  terminable  income  pays  the  same 
20/,  odIjt  during  the  life  of  ila  ov?ner,  which  on  the  same 


aleulation  is  a  value  of  150A  Already,  therefore,  the 
icome  which  is  only  halt*  as  valaable,  pays  only  half  as 
much  to  the  tax  ;  and  if  iu  addition  to  thiti  its  annual  quota 
were  reduced  from  10/.  to  5/.,  it  would  pay,  not  half,  hut  a 
fourth  part  only  of  the  payment  demanded  from  the  perpet- 
ual income.  To  make  it  just  that  the  oue  income  should 
pay  only  half  as  much  per  annum  a«  the  other,  it  would  be 
necessary  tbat  it  should  pay  that  half  for  the  same  period, 
that  is,  in  perpetuity. 

The  rule  of  payment  which  this  school  of  financial  re- 
former contend  for,  would  be  very  proper  if  the  tax  were 
only  to  be  levied  once,  to  meet  some  national  emergency. 
On  the  principle  of  requiring  from  all  payers  an  equal  sacri- 
fice, every  person  who  had  anytliing  helont^iug  to  him, 
reversioners  included,  would  be  called  on  for  a  payment 
proportioned  to  the  present  value  of  his  property.  I  wonder 
it  does  not  occur  to  the  reformers  in  question,  tliat  precisely 
because  this  principle  of  assessment  would  be  just  in  the  case 
of  a  payment  made  once  fur  all,  it  eamiot  possibly  be  just  for 
a  permanent  tax.  Wbcu  each  pays  only  ouce,  one  pei-son 
pays  no  oftener  than  another;  and  the  proportion  which 
would  be  just  in  that  case,  cannot  also  he  just  if  one  person 
has  to  make  the  payment  only  once,  aud  the  otiier  several 
times.  This,  however,  is  the  type  of  the  case  whicli  actually 
occurs.  Tlie  permanent  incomes  pay  the  tax  as  mueb  oftener 
than  the  teruporary  ones,  as  a  perpetuity  exceeds  the  certain 
or  uncertain  length  of  time  M'hich  forms  the  duration  of  the 
income  of  life  or  years. 

All  attempts  to  establish  a  claim  in  favour  of  terminable 
incomes  on  numerical  gr^iunds — to  make  out,  in  short,  that  a 
proportional  tax  is  not  a  proportional  tax — are  manifestly 
absurd.  The  claim  does  not  rest  on  grounds  of  arithmetic, 
but  of  human  wants  and  feelings.  It  is  not  because  the 
temporary  annuitant  has  smaller  means,  but  beciiiise  he 
has  greater  necessities,  that  ho  ought  to  be  assessed  at  a 
lower  rate. 

f  income.  A,  an  anuui- 
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taut  of  1000/.  a  year,  cannot  so  well  afford  to  pay  100/.  ont 
of  it,  as  B  who  derives  the  Bame  annual  aum  from  heritable 
property ;  A  having  nsually  a  demand  on  his  income  which 
B  lias  liot,  nauiuly,  to  provide  by  saving  for  children  or 
others ;  to  which,  in  the  case  of  salaries  or  pTOfeasioual  gains, 
must  generally  beaddc<l  a  provision  for  his  own  later  years; 
while  B  may  exi>end  his  whole  income  without  injury  to 
his  old  age,  and  still  have  it  all  to  bestow  on  others  ailer 
his  death.  If  A,  in  order  to  meet  these  exigencies,  must 
lay  by  300^.  of  his  income,  to  take  100/.  from  him  as 
income  tax  ia  to  take  100/.  from  700/.,  since  it  must  be  re- 
trenched from  that  part  only  of  his  means  which  he  can 
afford  to  spend  on  his  own  consumption.  Were  he  to 
throw  it  ratoably  on  what  lie  8])ends  and  on  what  he  eaves, 
abating  70/.  from  his  consumption  and  30/.  trom  his  annual 
saving,  then  indeed  his  immediate  sacrifice  would  be  i>ro- 
portionally  the  same  as  B*s :  but  then  his  children  or  his  old 
age  would  be  worse  provided  for  in  consequence  of  the  tax. 
The  cai»ital  sum  which  would  be  accumulated  for  them 
would  be  one-tenth  lees,  and  on  the  reduced  income  afford- 
ed by  this  reduced  ca])itul,  they  would  be  a  second  time 
cliarged  with  income  tax;  while  B*s  heirs  would  only 


« 


charged  once. 

The  i^rinciple,  therefore,  of  equality  of  taxation,  inter- 
preted in  its  only  just  sense,  equality  of  sacrifice,  requires 
that  a  person  who  has  no  means -of  providing  for  old  age, 
or  for  those  in  whom  he  ia  interested,  except  by  saving  from 
income,  should  have  the  tax  remitted  on  ail  that  part  of  his 
income  which  is  really  and  hondjlde  applietl  to  that  purpose. 

If,  indeed,  reliance  could  bo  placed  on  the  conscience  of 
the  contributors,  or  sufficient  security  taken  for  the  correct- 
ness of  their  etatements  by  collateral  precautions,  the  proper 
mode  of  assessing  an  income  tax  would  be  to  tax  only  the 
part  of  income  devoted  to  expenditure,  exempting  that 
which  is  saved.  For  when  saved  and  invested  (and  all 
savings,  speaking  generally,  are  invested)  it  thenceforth 
pAjrs  iiieomo  tax  on  the  interest  or  -profit  wliieli  it  brings. 
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twithslandiBg  that  it  has  already  been  taxed  on  tlie 
principal.  Unless,  therefore,  savings  are  exempted  from 
income  tax,  the  contributors  are  twice  taxed  on  what  they 
savt!,  and  only  once  on  what  they  spend.  A  person  who 
spends  all  he  receives,  pays  ^d.  in  the  pound,  or  say  three 
per  cent,  to  the  tax,  and  no  more ;  but  if  he  saves  part  of 
the  year's  income  and  buys  stock,  then  in  addition  to  the 
three  per  cent  which  he  has  paid  on  the  principal,  and 
which  diminishes  the  interest  in  the  same  ratio,  he  pays 
three  per  cent  annually  on  the  interest  itself,  which  is 
equivalent  to  an  immediate  payment  of  a  second  tliree  per 
cent  on  the  principal.  So  that  while  unproductive  expendi- 
ture pays  only  three  per  cent,  savings  pay  six  per  cent :  or 
more  correctly,  three  per  cent  on  the  whole,  and  another 
three  per  cent  on  the  remaining  ninety-seven.  Tlio  difference 
thus  created  to  the  disadvantage  of  prudence  and  economy, 
is  not  only  impolitic  but  unjust.  To  tax  the  sura  invested, 
and  afterwards  tax  also  the  proceeds  of  the  investment,  is  to 
tax  the  same  portion  of  the  contributor's  means  twice  over. 
The  principal  and  the  interest  cannot  bath  together  form 
part  of  his  resources;  they  are  the  same  portion  twice 
counted ;  if  he  has  the  interest,  it  is  because  he  abstains 
from  using  the  principal ;  if  lie  spends  tiie  principal,  he 
doee  not  receive  the  interest.  Yet  because  he  can  do  either 
of  the  two,  be  is  taxed  as  if  he  could  do  both,  and  could  have 
the  benefit  of  the  saving  and  that  of  the  spending,  concur- 
rently with  one  another. 

It  has  been  urged  as  an  objection  to  exempting  savings 
from  taxation,  that  the  law  ought  not  to  disturb,  by  artificial 
interference,  the  natural  competition  between  the  motives 
for  saving  and  those  for  spending.  But  we  have  seen  that 
the  law  disturbs  this  natural  competition  when  it  taxes 
savings,  not  when  it  spares  them  ;  for  as  the  savings  pay  at 
any  rate  the  fnll  tax  as  soon  as  they  are  invested,  tlieir 
exemption  from  papneut  in  the  earlier  stage  is  neecBsary  to 
prevent  them  from  paying  twice,  while  money  spent  in 
unproductive   consumption   pays   only  ouco.     It  has  been 
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further  objected,  that  since  the  rich  have  the  greatest  means 
of  saving,  any  privilege  given  to  aavinga  is  an  advantage  be- 
stowed on  tJie  rich  at  the  expense  of  the  poor.  I  answer, 
that  it  is  bestowed  on  them  only  in  proportion  as  they  abdi- 
cate the  personal  use  of  tlieir  riches  ;  in  proportion  as  they 
divert  tlieir  income  from  the  supijly  of  their  own  wants,  to  a 
productive  investment,  througli  which,  instead  of  being  con* 
aumed  by  themseivee,  it  is  distributed  in  wages  among  the 
poor.  If  this  be  favouring  the  rich,  I  sliould  like  to  have  it 
pointed  out,  what  mode  of  absessiug  taxation  can  deserve 
the  name  of  favouring  ilie  poor. 

Xo  income  tax  is  really  just,  from  which  savings  are  not 
exempted  ;  and  no  income  tax  ought  to  Ikj  voted  without 
that  provision,  if  the  form  of  the  returns,  and  the  nature  of 
the  evidence  required,  could  be  so  arranged  as  to  prevent 
the  exem]>tion  from  being  taken  fraudulent  advantage  of, 
by  saving  with  one  hand  and  getting  into  debt  with  the  other, 
or  by  spending  in  the  following  year  what  had  been  passed 
tax-free  as  saving  in  the  year  preceding.  If  this  difficulty 
could  be  surmounted,  the  difficulties  and  complexities  arising 
from  the  comparative  claims  of  temporary  and  permanent  in- 
comes, would  disappear ;  for  since  temporary  incomes  have 
no  just  claim  to  lighter  taxation  than  permanent  incomes, 
except  in  so  far  as  their  possessors  are  more  called  upon 
to  save,  the  exempti(m  of  what  they  do  save  would  fully 
satisty  the  claim.  But  if  no  plan  can  bo  devised  for  the 
exemption  of  actual  savings,  sufficiently  free  from  liability 
to  fraud,  it  is  necessary,  as  the  next  thing  in  point  of  justice, 
to  take  into  account  in  assefesing  the  tax,  what  the  different 
classes  of  contributors  ongki  to  save.  And  there  would 
proba!)ly  be  no  oth^T  mtnle  of  doing  this  than  the  rongh 
expedient  of  two  dili'erent  rates  of  assessment.  There 
would  bo  great  difficulty  in  taking  into  account  differences 
of  duration  between  one  terminable  income  and  another ; 
and  in  the  most  frequent  case,  that  of  incomes  dependent  on 
life,  differences  of  age  and  health  would  constitute  such 
extreme  diversity  ae  it  would  be  impossible  to  take  proper 
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cognizance  of.  It  wonUl  probably  be  necessary  to  be  con- 
tent witli  one  uniform  rate  lor  all  incomes  of  inheritance, 
and  anotlier  xmitbrm  rate  for  all  tlioee  wliieh  necessarily 
teiTniiiate  with  iLe  life  of  tlic  individual.  In  fixing  the 
proportion  between  the  two  rates,  there  must  inevitably  bo 
something  arbitrary ;  perhaps  a  deduction  of  one-foui-th  in 
favour  of  life-incomes  would  be  as  little  objectionable  as  any 
whieli  conid  1>e  made,  it  being  tlius  assumed  tljut  one-fourth 
of  a  life-income  is,  on  the  average  of  all  ages  and  states  of 
health,  a  suitable  proportion  to  be  laid  by  as  a  provision  for 
successors  and  for  old  age.* 


*  Vr.  Hubbard,  the  first  person  who,  as  a  piacdcxl  legultlor,  hm  Attempted 
the  rectilicalion  of  tbe  inconto  ux  on  pruici|)k-8  of  uitimpeAcbable  jiutticc,  and 
whose  well-cuDcuiviMl  plan  wanLi  liuh;  of  being  m  near  uu  appro xiiuai ion  to  a 
JQBt  asMfisment  as  it  is  liktily  that  meaiiH  uoultl  \k  founil  of  L-arrying  into  practi- 
cal eflei-t,  proposes  a  deduction  not  of  a  fourth  bnt  of  a  third,  in  favour  wf  imlus- 
tml  and  profMnionol  incomes.  lie  Rxca  on  thin  ratio,  on  the  ground  that,  inde- 
pendeuUj  of  all  conmderatiun  as  to  what  tlic  Industrial  and  firofessiooftl  classes 
ought  to  sure,  the  alUiinablc  cvidctice  goes  to  prove  that  a  third  of  thi-ir  meotnea 
is  what  on  an  average  they  do  save,  over  and  above  tlic  proportion  saved  by 
other  classes.  "  The  savings"  {Mr.  llubhard  observes)  "effected  out  of  incomes 
derived  from  inveatcd  property  are  estimated  at  ooe-tenlh.  Tlic  savings  eSeeted 
out  of  uidostnal  incomes  arc  cAtimaced  at  four-tenibs.  The  amnunta  which 
trould  be  assessed  under  these  two  classes  being  nearly  equal,  the  adjustment  is 
£Jmpli&ed  by  striliing  off  one-tenth  on  either  *-ide,  und  theu  redwing  bv  three- 
t^utlis,  Or  one-tliird,  the  aascssalde  amount  of  industrial  incomes."  Proposed 
Rt'pnrt  (p.  xiv.  of  the  Report  and  Evidence  of  tbe  Committee  of  1861.)  In  such 
an  estimate  there  must  be  a  large  element  of  coiijeccuro;  but  In  »o  far  aa  it  can 
be  suUfttantiaicd,  it  affords  a  valid  ground  for  the  practical  oonctusion  wbich  Mr. 
Hubbard  fouiid}^  on  it. 

Several  writers  on  the  cubjert,  including  Mr.  Mill  in  hia  Elements  of  Political 
Economy,  ami  Mr.  M'Culloch  in  hi^  work  on  T&satinn,  have  cunlended  that  at 
mtich  shotild  be  deducted  as  would  he  sufflcient  lo  insure  the  posBessor's  life  for 
a  sum  whicb  would  give  to  bU  succesMira  for  cvlt  an  income  equal  to  what  ho 
reserves  for  himwU';  since  lhi«  is  wlint  the  poascsnor  of  heritable  property  can 
do  without  Bftvitig  at  all :  in  other  words*,  that  temporary  incomes  slvould  be  con- 
verted into  perpetual  incomes  of  cqtuil  prc^nnt  vahH>,  and  taxiil  tm  such.  If  tho 
owners  of  life-incomea  actually  did  save  this  large  proportion  of  their  income, 
or  even  a  »iil\  iHrger,  I  n-ould  gladly  grant  them  an  exemption  from  taxation  on 
the  whole  amount,  fiince,  if  practical  means  could  l)o  found  of  doing  it,  t  would 
exempt  savings  altogether.  But.  I  cannot  admit  that  tbcr  have  a  claim  to  ex- 
emption on  the  general  osaumptiou  of  thctr  being  ohtiffrd  to  («ve  thi«  omoiv 
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Of  the  net  profits  of  persons  in  business,  a  part,  as  before 
observed,  may  be  oonsidered  as  interest  on  capital,  and  of  a 
perpetual  character,  and  the  remaining  part  as  remuneration 
for  the  skill  and  labour  of  superintendence.  Tlie  surplus 
beyond  interest  depends  on  the  life  of  the  individual,  and 
even  on  his  continuance  in  business,  and  is  entitled  to  the 
full  amount  of  exemption  allowed  to  tenninable  incomes. 
It  has  also,  1  conceive,  a  just  claim  to  a  further  amount  of 
exemption  in  considei-ation  of  its  preeanousness.  An  income 
whicli  some  not  unusual  vicissitude  may  reduce  to  nothing, 
or  even  convert  into  a  loss,  is  not  the  same  thing  to  the 
feelings  of  the  poeseseor  as  a  permanent  income  of  1000/.  a 
■  year,  even  though  on  an  average  of  years  it  may  yield  1000/. 
a  year.  If  life-incomes  were  assessed  at  three-fourths  of 
their  amount,  the  profits  of  business,  aller  deducting  interest 
on  capital,  should  not  only  be  assessed  at  three-fourths,  but 
should  pay,  on  that  assessment,  a  lower  rate.  Or  perhaps 
tlie  claims  of  justice  in  this  respect  might  be  sufficiently  met 
by  allowing  tlie  deduction  of  a  fourth  on  the  entire  income, 
interest  included. 

These  are  the  chief  cases,  of  ordinary  occurrence,  in 
wldch  ^ly  difficulty  arises  in  interpreting  the  maxim  of 
equality  of  taxation.  Tlie  proper  sense  to  be  put  upon  it, 
as  we  have  seen  in  the  preceding  example,  is,  that  jjeople 
should  be  taxed,  not  in  proportion  to  what  they  have,  but 

Owners  of  life-ineomea  are  not  bauod  to  forego  the  enjoyment  of  them  for  tlie 
sake  of  leaving,'  to  a  perpermil  lin^  of  succeaaorB  an  independent  provision  equal 
to  their  own  t^niporary  ouu ;  and  no  one  ever  dreams  of  doiDg  bo.  Least  of  all 
is  it  to  be  required  or  L'xpctrted  from  tbowi  wlioae  incomes  arc  the  fruita  of  per- 
aooftl  exertion,  that  they  should  leave  to  their  posterity  lor  ever,  without  any 
necwwity  for  exertion,  the  same  mcomefl  vhich  they  allow  to  theniaelTcs^  All 
tliey  arc  bound  to  do,  even  for  their  children,  is  to  pluce  them  in  circumstanoea 
in  which  they  will  have  favourable  clmncea  of  earning  their  own  living.  To 
give,  however,  cither  to  children  or  to  others,  by  bequest,  t)einK  a  legitimate  in* 
dination,  which  these  persons  cannot  indulge  without  laying  by  a  part  of  Iheir 
ineom*,  while  the  owners  of  heritable  property  can ;  this  real  inequality  in 
casefl  where  the  incomes  themseUes  ai^  equal,  should  be  coD&ldcrcd,  to  a  rc&Boa-j 
able  degree,  in  the  adjuiftment  of  tujiation,  so  aa  lo  require  from  both,  as  uearlj 
aa praetJcable,  an  etjual  secrifiee. 
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to  what  tbey  can  afford  to  spend.  It  is  no  objection  to  tliis 
principle  that  we  cauuot  apply  it  conBistciitly  to  all  cases. 
A  person  with  a  life-ineoiue  and  precarious  health,  or  who 
lias  many  persons  depending  on  hie  exertioiis,  must  if  he 
wishes  to  provide  tor  them  after  his  death,  he  more  rigidly 
economical  than  one  who  has  a  life-income  of  equal  amount, 
with  a  strong  constitution,  and  tew  claims  upon  him ;  and 
if  it  be  conceded  that  taxation  cannot  accommodate  itself  to 
these  distinctions,  it  is  argued  tliat  there  is  no  use  in  attend- 
ing to  any  distinctions,  where  the  absolute  amount  of  income 
is  the  same.  But  the  difficulty  of  doing  perfect  justice,  is 
no  reason  against  doing  as  much  as  we  can.  Though  it  may 
be  a  hardship  to  an  annuitant  whose  life  is  only  worth  five 
yeaiV  purchase,  to  be  allowed  no  greater  abatement  than  ia 
granted  to  one  whose  life  is  worth  twenty,  it  is  better  for 
liiiu  even  so,  than  if  neither  of  them  were  allowed  any  abate- 
ment at  all. 

§  5.  Before  leaving  the  suhject  of  Equality  of  Taxation, 
I  mnst  remark  that  there  are  cases  in  which  exceptions  may 
be  made  to  it,  consistently  with  that  equal  justice  which  is 
the  groundwork  of  the  rule.  Suppose  that  there  is  a  kind 
of  income  which  constantly  teuds  to  increase,  without  any 
exertion  or  sacrifice  on  the  part  of  the  owners :  those  owners 
constituting  a  class  in  the  community,  whom  the  natural 
course  of  things  progressively  enriches,  consistently  with 
complete  passiveness  on  their  own  part.  In  such  a  case  it 
would  be  no  violation  of  the  principles  on  which  private 
property  is  grounded,  if  the  state  should  appropriate  this 
increase  of  wealth,  or  part  of  it,  as  it  arises.  This  would 
not  properly  be  taking  anything  from  anybody ;  it  would 
merely  be  applying  an  accession  of  wealth,  created  by 
circumstances,  to  the  benefit  of  society,  instead  of  allowing 
it  to  become  an  unearned  appendage  to  the  riches  of  a  pa^ 
ticular  class. 

Xow  this  is  actually  the  case  with  rent.  The  ordinary 
progress  of  a  society  which  increases  in  wealth,  is  at  all 
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times  tending  to  augment  the  incomes  of  landlords;  to  give 
them  both  a  gi-eater  amount  and  a  greater  proportion  of  tlie 
wealth  of  tlie  community,  independently  of  any  trouble  or 
outlay  incurred  by  tlicmselves.  They  grow  nt-her,  as  it 
were  in  their  sleep,  Tvithout  working,  risking,  or  eeonoiuiz- 
ing.  What  claim  have  they,  on  tlie  general  princii)le  of 
social  justice,  to  tliis  at';ces8ion  of  riches?  In  what  would 
tliey  have  been  wronged  if  society  had,  fi*om  the  beginning, 
reserved  the  right  of  taxing  the  spontaneous  increase  of  rent, 
to  tlie  highest  amount  required  by  financial  exigencies  ?  I 
admit  that  it  would  be  unjust  to  come  upon  each  iiidi^Hdnal 
estate,  and  lay  hold  of  the  increase  which  might  be  found  to 
have  taken  place  in  its  rental  ;  because  there  would  be  no 
means  of  distinguishing  in  individual  easoa,  between  an  in- 
crease owing  solely  to  the  general  circumstances  of  society, 
and  one  which  was  tlie  etfect  of  skill  and  expenditui-e  on  the 
part  of  the  proprietor.  The  only  admirvsiblc  mode  of  pm- 
cecdiug  would  be  by  a  general  measure.  The  first  step 
ghouUi  be  a  valuation  of  all  the  land  in  the  country.  The 
present  value  of  all  land  should  be  exempt  from  the  tax  ;  but 
after  an  interval  bad  elapsed,  during  wliich  society  hatl  in- 
creased in  population  and  capital,  a  rough  estimate  might  be 
made  of  the  spontaneous  increase  which  bad  accrued  to  rent 
since  t!ie  valuation  was  made.  Of  this  the  average  price  of 
-  produce  would  be  some  criterion  ;  if  that  had  risen,  it  would 
be  certain  that  vent  had  increased,  and  (as  already  shown) 
even  in  a  greater  ratio  than  the  rise  of  price.  On  this  and 
other  data,  an  approximate  estimate  might  be  made,  bow 
much  value  had  been  added  to  the  land  of  the  country  by 
natural  causes ;  and  in  laying  on  a  general  land-tax,  which 
for  fear  of  miscahMiIation  should  be  considerably  withiu  the 
amount  thus  indicated,  there  would  be  an  assurance  of  nol 
touching  any  increase  of  income  which  might  be  the  residt 
of  capital  expended  or  industry  exerted  by  the  proprietor. 

But  though  there  could  be  no  question  as  to  the  justice 
of  taxing  the  inereaao  of  rent,  if  society  ha*i  avowedly  re- 
ferred the  right,  has  not  society  waved  tliat  right,  by  not 


exercising  it  ?  In  England,  for  exnmple,  have  not  all  who 
bought  land  for  the  last  centniy  or  more,  given  value  not 

I  only  for  the  existing  income,  but  for  the  prospects  of  in- 
crease, undcT  an  implied  assurance  of  being  only  taxed  in 
the  same  proportion  with  other  incomes  ?  This  objection, 
in  60  far  as  valid,  haa  a  different  degree  of  validity  in  dif- 
ferent countries' ;  depending  on  the  degree  of  desuetude  into 
which  society  has  allowed  a  right  to  fall,  which,  no  one  can 

I  doubt,  it  once  fully  possessed.     lu  conntries  of  Europe,  the 
right  to  take  by  taxation,  as  exigency  might  require,  an  in- 
definite portion  of  the  rent  of  land,  has  never  been  allowed 
"to  slumber.    In  several  parts  of  the  Continent  the  land-tax 
forms  a  large  proportion  of  the  public  revenxiea,  and  has 
always  been  confessedly  liable  to  be  raised  or  lowered  with- 
M-out  reference  to  other  taxes.     In  these  countries  no  one  can 
pretend  to  have  become  the  owner  of  land  on  the  faith  of 
iiever  l>eing  called  upon  to  pay  an  increased  land-tax.     In 
England  the  land-tax  has  not  varied  since  the  early  part  of 
the  last  century.     The  last  act  of  the  legislature  in  relation 
to  its  amount,  was  to  diminish  it :  and  though  the  subse- 
quent increase  in  the  rental  of  the  country  has  been  im- 
mense, not  only  from  agriculture,  bat  from  the  growth  of 
towns  and  the  increase  of  buildings,  the  ascendancy  of  land- 
holders in  the  legislature  has  prevented  any  tax  from  being 
Imposed,  as  it  so  justly  might,  upon  the  very  large  portion 
of  this  increase  which  was  unearned,  and,  as  it  M*ere,  aeci- 
'dental.    For  the  expectations  thus  raised,  it  appears  to  me 
that  an  amply  sufficient  allowance  ie  made,  if  the  wliole  in- 
.  crease  of  income  which  haa  accrued  during  tliia  long  period 
^*from  a  mere  natural  law,  without  exertion  or  eacriticc,  is 
held  sacred  from  any  peculiar  taxation.     From  the  present 
date,  or  any  subsequent  time  at  which  tlie  legislature  may 
think  fit  to  assert  the  principle,  I  see  no  objection  to  declar 
ling  that  the  future  increment  of  rent  should  be  liable  to 
special  taxation  ;  in  doing  which  all  injustice  to  the  land- 
lords would  be  obviated,  if  the  present  niarket-prioe  of  their 
id  were  secured  to  them  ;  since  that  includes  the  present 
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value  of  all  future  expectations.  With  reference  to  such  a 
tax,  perhaps  a  safer  criterion  than  either  a  rise  of  rents  or  a 
rise  of  the  price  of  com,  would  be  a  general  rise  in  the  price 
of  land.  It  would  be  easy  to  keep  the  tax  within  the 
amount  which  would  reduce  the  market-value  of  land  below 
tlie  original  valuation  :  and  up  to  that  point,  whatever  the 
amount  of  the  tax  might  be,  no  injustice  would  be  done  to 
the  proprietors, 

§  6.  But  whatever  may  be  thought  of  the  legitimacy 
of  making  the  State  a  sharer  in  all  future  increase  of  rent 
from  natural  causes,  the  existing  land-tax  (which  in  this 
country  unfortunately  is  very  small)  ought  not  to  be  regarde4l 
as  a  tax,  but  as  a  rent-cliargo  in  favour  of  the  pabHc  ;  a  por- 
tion of  the  rent,  reserved  from  the  beginning  by  the  State, 
which  has  never  belonged  to  or  formed  part  of  the  income 
of  the  landlords,  and  should  not  therefore  be  counted  to 
them  as  part  of  their  taxation,  so  as  to  exempt  them  from 
their  fair  share  of  every  other  tax.  As  well  might  the  tithe 
be  regarded  as  a  tax  on  tlie  landlords :  as  well,  in  Bengal, 
where  the  State,  though  entitled  to  the  whole  rent  of  the 
land,  gave  away  oTie-tenth  of  it  to  individuals,  retaining  the 
other  nine-teuthe,  might  those  nine-tenths  be  considered  as 
an  unequal  and  unjust  tax  on  the  grantees  of  the  tenth. 
Tlaat  a  person  owns  pp-rt  of  the  rent,  does  not  make  the  rest 
of  it  his  just  right,  injuriously  withheld  from  him.  Tlie 
landlords  originally  held  their  estates  subject  to  feudal  bnr- 
densj  for  which  the  present  laud-tax  is  an  exceedingly  small 
equivalert,  and  for  their  relief  from  which  they  should  have 
been  required  to  pay  a  much  higher  price.  All  who  have 
bought  land  since  the  tax  existed  have  bought  it  subject  to 
the  tax.  There  is  not  tlie  smallest  pretence  for  looking 
upon  it  as  a  payment  exacted  from  the  existing  race  of 
landlords. 

These  observations  are  applicable  to  ii  land-tax,  only  in 
BO  far  as  it  is  a  peculiar  tax,  and  not  when  it  is  merely  a 
mode  ofhvying  from  the  landlords  the  equivalent  of  wlmt  - 
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is  taken  from  other  claescs.  In  France,  for  example,  there 
are  peculiar  taxes  on  other  kinds  of  projierty  and  income 
{the  mchUrer  and  i\\e  pateriie)^  and  supposing  the  land-tax  to 
be  not  more  than  equivalent  to  these,  there  would  be  no 
ground  for  contending  tliat  tlie  state  had  reserved  to  itself  a 
»*ent-charge  on  tlie  land.  But  wherever  and  in  so  far  as  in- 
come derived  from  land  is  prescript! v el y  subject  to  a  deduc- 
tion for  public  purposes,  beyond  the  rate  of  taxation  levied 
on  other  incomes,  tlie  surplus  is  not  properly  taxation,  but 
a  share  of  Uie  property  in  the  soil,  reserved  by  tlie  state.  In 
this  coanti^  there  are  no  peculiar  taxes  on  other  classes, 
corresponding  to,  or  intended  to  conntervail,  the  land-tax. 
The  whole  of  it,  therefore,  is  not  taxation  but  a  rent-charge, 
and  is  as  if  the  state  had  retained,  not  a  portion  of  the  rent, 
but  a  portion  of  the  laud.  It  is  no  more  a  burden  on  the 
landlord,  than  the  share  of  one  joint  tenant  is  a  burden  on 
the  other.  The  landlords  are  entitled  to  no  compensation 
for  it,  nor  have  they  any  claim  to  its  being  allowed  for,  as 
part  of  their  taxes.  Its  continuance  on  the  existing  footing 
is  no  infringement  of  the  principal  of  Equal  Taxation.* 

We  shall  hereafter  consider,  in  treating  of  Indirect  Taxa- 
tion, how  far,  and  with  what  modifications,  the  rule  of  equal- 
ity is  applicable  to  that  department. 


§  7.  In  addition  to  the  preceding  rules,  another  gen- 
eral rule  of  taxation  is  sometimes  laid  down,  namely,  that  it 
ehould  fall  on  income,  and  not  on  capital.  That  taxation 
should  not  cncroacli  upon  the  amoimt  of  the  national  capital, 
is  indeed  of  the  greatest  importance ;  but  this  encroachment, 
when  it  occurs,  is  not  so  nmch  a  consequence  of  any  par- 


•  The  same  remarks  obtionriy  apply  to  thoeo  local  taxes,  of  the  peculiar 
prcffiurc  of  which  on  landed  ppoportj  bo  much  has  been  paid  hy  tho  rcmtiaat  of 
the  Protect lonials.  Afl  much  of  these  burdens  09  is  of  old  standing,  ought  to  "Uci 
regarded  a^  a  prescriplive  dedutlion  or  reservation,  for  puhlic  puipoaea,  of  a 
portion  of  the  rent.  And  any  recent  additions  haro  pjthor  hcen  incurred  for  tha 
benefit  of  the  owners  of  landed  property,  or  occasioned  by  their  fault:  in  neither 
case,  giving  tlicm  any  just  ground  of  complaint. 
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ticnlar  mode  of  taxationi,  as  of  its  excessive  amount.  Over- 
taxation, carried  to  a  Bufficient  extent,  is  quite  capable  of 
ruining  tlie  most  inrlufitrious  eummnnity,  es]»e(rially  when  it 
is  in  any  degree  arhitniry,  so  that  the  ]»ayer  is  never  certain 
how  much  or  how  little  he  shall  be  allowed  to  keep ;  or 
wlicn  it  is  so  laid  on  as  to  render  industry  and  economy  a 
bad  calculation.  But  if  the-so  errors  be  avoided,  and  the 
amount  of  taxation  be  not  greater  tlian  it  is  at  present  even 
in  the  most  heavily  taxefl  eonntry  of  Euixipo,  there  is  no 
danger  lest  it  should  deprive  tlie  country  of  a  portion  of  its 
capital. 

To  provide  that  taxation  shall  fall  entirely  on  income, 
and  not  at  all  on  capital,  is  beyond  the  power  of  any  system 
of  Hscal  arrangements.  There  is  no  tax  whicli  is  not  partly 
paid  from  what  would  otherwise  have  been  saved  ;  no  tax, 
the  amount  of  which,  if  remitted,  would  be  wholly  employed 
in  increased  expenditure,  and  no  part  whatever  laid  by  as 
an  addition  to  capital.  All  taxes,  therefore,  are  in  some 
sense  partly  paid  out  of  capital  ;  and  in  a  poor  country  it 
is  impossible  to  impose  any  tax  which  will  not  impede  the 
increase  of  the  national  \vea!tli.  But  in  a  country  where 
capital  abounds  and  the  spirit  of  accumulation  is  strong, 
tliis  effect  of  taxation  is  scarcely  felt.  Capital  having 
reached  the  stage  iu  which,  were  it  not  for  a  perpetual  suc- 
cession of  improvements  in  production,  any  further  increase 
■would  soon  bo  stopped — and  having  so  strong  a  tendency 
even  to  outrun  tliose  improvements,  that  profits  are  only 
kept  above  the  minimum  by  emigration  of  capital,  or  by  a 
periodical  sweep  called  a  commercial  crisis;  to  take  from 
capital  by  taxation  what  emigration  would  remove,  or  a 
commercial  crisis  destroy,  is  only  to  do  what  either  of  those 
causes  would  have  done,  namely,  to  make  a  clear  space  for 
further  saving. 

I  cannot,  therefore,  attach  any  importance,  in  a  wealthy 
countiy,  to  the  objection  made  against  ta.\cs  on  legacies  and 
inheritances,  that  they  are  taxes  on  capital.  It  is  perfectly 
true  tli&t  they  are  so.     As  Ricardo  observes,  if  100/.  are 
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taken  from  any  one  in  a  tax  on  houses  or  on  wine,  be  will 
j)robablj  save  it,  or  a  part  of  it,  by  living  in  a  cheaj^er 
iiouse,  consuming  less  wine,  or  retrenching  from  some  other 
of  his  expenses :  but  if  the  same  sum  be  taken  from  him 
because  he  has  received  a  lejraey  of  1000/.,  he  considere  the 
legacy  as  only  900A,  and  feels  no  more  inducement  than  at 
any  other  time  (probably  feels  ratlier  less  inducement)  to 
economize  in  his  expenditure.  TIjc  tax,  tlierefore,  is  wholly 
paid  out  of  capital :  and  there  are  countries  in  which  this 
"would  be  a  serious  objection.  But  in  the  first  place,  the 
argument  cannot  apply  to  any  country  which  has  a  national 
debt  and  devotes  any  portion  of  revenue  to  paying  it  off ; 
since  the  produce  of  the  tax,  thus  applied,  still  remains 
capital,  and  is  merely  transferred  from  the  tax-payer  to  the 
fundholder.  But  the  objection  is  never  applicable  in  a 
country  which  increases  rapidly  in  wealth.  Tlie  amount 
which  would  be  derivwl,  even  from  a  verj'  high  legacy  duty, 
in  each  year,  is  but  a  small  fraction  of  the  annual  increase  of 
capital  in  such  a  country ;  and  its  absti'action  would  but 
make  room  for  saving  to  an  equivalent  amount :  while  the 
effect  of  not  taking  it,  is  to  prevent  that  amount  of  saving, 
or  cause  the  savings  when  made,  to  be  sent  abroad  for 
investment.  A  country  which,  like  England,  accumulates 
capital  not  only  for  itself,  but  for  half  the  world,  may  be 
said  to  defray  the  whole  of  its  public  expenses  from  its 
overflowings ;  and  its  wealth  is  probably  at  this  moment  as 
great  as  if  it  had  no  taxes  at  all,  What  its  taxes  really  do 
is,  to  subtract  from  its  means,  not  of  production  but  of 
enjoyment ;  since  whatever  any  one  pays  in  taxes,  he  could, 
if  it  were  not  taken  for  that  purpose,  employ  in  indulging 
his  ease,  or  in  gratiiying  some  want  or  taste  which  at  pres- 
ent remains  uusatisiied. 


CHAPTER  in. 


OF   DIRECT    TAXES. 


§  1.  Taxes  are  either  direct  or  indirect.  A  direct  tax 
is  one  which  is  demanded  from  the  very  persons  who,  it  is 
intended  or  desired,  siiould  pay  it.  Indirect  taxes  are  those 
which  are  demanded  from  one  person  in  the  expectation  and 
intention  that  he  shall  indemnify  himself  at  the  expense  of 
another:  such  as  the  excise  or  customs.  The  producer  or 
importer  of  a  commodity  is  called  upon  to  pay  tax  on  it^ 
not  with  the  intention  to  levy  a  peculiar  contribution  upon 
him,  hat  to  tax  through  him  the  consumers  of  the  corn- 
modi  ty,  from  whom  it  is  supposed  that  lie  will  recover  the 
amount  by  means  of  an  ad  vance  in  price. 

Direct  taxes  are  either  on  income,  or  on  expenditure. 
Most  taxes  on  expenditure  are  indirect,  but  some  are  direct, 
being  imposed,  not  on  the  producer  or  seller  of  an  article, 
but  immediately  on  the  consumer.  A  house-tax,  for  exam- 
ple, is  a  direct  tax  on  expenditure,  if  levied,  as  it  nsuallv 
is,  on  the  occupier  of  the  house.  If  levied  on  the  builder 
or  owner,  it  would  be  an  indirect  tax.  A  window  tax  is 
a  direct  tax  on  expenditure ;  so  are  the  taxes  on  horses 
and  carriages,  and  the  rest  of  what  are  called  the  as&e&sed 
taxes. 

The  sources  of  income  are  rent,  profits,  and  wages.  This 
includes  every  sort  of  income,  except  g\tt  or  plunder.  Taxes 
may  be  laid  on  any  one  of  the  tliree  kinds  of  income,  or  an 
uniform  tax  on  all  of  them.  We  will  consider  these  in 
their  order. 
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§  2.  A  tax  on  rent  falls  wholly  on  tLe  landlord.  There 
are  no  means  by  which  he  can  shift  the  burden  upon  any 
one  el$e.  It  does  not  affect  the  value  or  price  of  agricultni-ai 
produce,  for  this  is  determined  by  the  cost  of  production  in 
the  most  unfavourable  circmnstances,  and  in  those  circum- 
stanceSj  as  we  have  so  often  demonstrated,  no  rent  is  pwd. 
A  tax  on  rent,  therefore,  has  no  effect,  other  than  its  obvious 
one.  It  merely  takes  so  much  from  the  landlord,  and  trans- 
fers it  to  the  state. 

This,  however,  is,  in  strict  exactness,  only  true  of  the 
rent  which  is  the  result  either  of  natural  causes,  or  of  im- 
provements made  by  tenants.  Wljeu  the  landlord  makca 
improvements  which  increase  the  productive  power  of  his 
land,  he  is  remunerated  for  them  by  an  extra  payment  from 
the  tenant ;  and  this  payment,  wliich  to  the  landlord  is  prop- 
erly a  profit  on  capital,  is  blended  and  confounded  with  rent ; 
which  indeed  it  really  is,  to  the  tenant,  and  in  respect  of  the 
economical  laws  whitih  determine  its  amount.  A  tax  on  rent, 
if  extending  to  this  portion  of  it,  would  discourage  landlords 
from  making  improvements  :  but  it  does  not  follow  that  it 
•would  raise  the  price  of  agricultural  produce.  The  same 
improvennints  might  be  made  with  the  tenant's  capital,  or 
even  with  the  landlord's  if  lent  by  him  to  the  tenrfnt ;  pro- 
vided he  is  willing  to  give  the  tenant  so  long  a  lease  as  will 
enable  him  to  indemnify  himself  before  it  expires.  But 
whatever  hinders  improvements  from  being  made  in  the 
manner  in  which  people  prefer  to  make  them,  will  often  pre- 
vent tlicrn  from  being  made  at  all :  and  on  this  acc-ount  a 
tax  on  rent  would  be  inexpedient  mdess  some  means  conld 
be  devised  of  excluding  from  its  operation  thai  jmrtion  of  the 
nominal  rent  which  may  he  regarded  as  landlord's  profit.  Tliis 
argument,  however,  is  not  needed  tor  the  condemuation  of 
such  a  tax.  A  peculiar  tax  on  the  income  of  any  class,  not 
balanced  by  taxes  on  other  classes,  is  a  violation  of  justice,  and 
amounts  to  a  partial  confiscation,  I  have  already  shown 
grounds  for  excepting  from  thh  cengure  a  tax  which,  sparing 
existing  rente,  should  content  itself  with  api)ropriatingapor- 
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tion  of  any  future  incrcu&e  arising  from  the  mere  action  of 
natural  causes.  But  even  this  could  not  be  justly  done,  with- 
out offering  as  an  alternative  the  market  pricBof  theliuid.  In 
the  case  of  a  tax  on  rent  which  is  not  pt'cnliar,  hut  accom- 
panied by  an  equivalent  tax  on  otlier  incomes,  the  objec- 
tion grounded  on  its  reaching  the  profit  arising  from  im- 
provements is  less  applicable:  since,  pruliu  being  taxed  as 
well  as  rent,  the  profit  which  assumes  the  form  of  rent  is 
liable  to  its  ahai'c  in  common  with  other  profits  ;  but  since 
profits  aUogcthcr  ought,  for  reasons  formerly  stated,  to  he 
taxed  somewhat  lower  than  rent  properly  so  called,  the  ob- 
jection is  only  diminished,  not  removed. 

§  3.  A  tax  on  profits,  like  a  tax  on  rent,  must,  at  least 
in  its  immediate  operation,  fall  wholly  on  the  payer.  All 
})rofits  being  alike  aflected,  no  relief  can  be  obtained  by 
a  change  of  eniitloyment.  If  a  tax  were  laid  on  the  profits 
of  any  one  branch  of  productive  employment,  the  tax  would 
be  virtually  au  increase  of  the  cost  of  production,  and  the 
value  and  price  of  tlie  article  would  rise  accordingly ;  by 
which  the  tax  would  bo  thrown  upon  the  consumers  of  the 
commodity,  an<l  would  not  afleet  profits.  But  a  general 
and  e(|\ial  tax  on  all  profits  would  not  affect  general  prices, 
and  would  faU,  at  least  in  the  first  instance,  on  capitalists 
alone. 

There  is,  however,  an  ulterior  effect^  which,  in  a  rich  and 
prosperous  country,  rerjuires  to  be  taken  into  account. 
"When  the  capita!  accumulated  is  so  great  and  the  rate  of 
annual  accumulation  so  rapid,  that  the  country  is  only  kept 
from  attaining  the  stationary  state  by  the  emigration  of 
capital,  or  by  continual  improvements  in  production ;  any 
circumstance  which  virtually  lowers  the  rate  of  profit,  can- 
not be  without  a  decided  influence  on  these  phenomena. 
It  may  operate  in  different  ways.  The  curtailment  of 
profit,  and  the  coasoqueut  increased  difficulty  in  making  a 
fortune  or  obtaining  a  subsistence  by  the  employment  of 
eapitaly  may  act  as  a  stimulus  to  mventions,  and  to  the  use 
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of  tliem  when  nmde.  If  iTnprovement&  in  production  aiv 
much  accelerated,  and  if  these  improvements  cheapen, 
directlv  or  indirectly,  any  of  the  things  haltittmlly  con- 
Btnnetl  by  the  labourer,  profit*  may  rise,  and  rise  sufficient- 
ly to  make  op  for  all  that  is  taken  from  them  by  the  inx.. 
In  that  case  the  tax  will  have  been  realized  without  loss  to 
any  one,  the  produce  of  the  country  being  increased  by  an 
equal,  or  what  would  in  that  case  be  a  far  greater  amount. 
The  tas,  however,  must  even  in  this  case  be  considered  aa 
paid  from  protits,  because  the  receivers  of  profits  are  those 
who  would  he  benefited  if  it  were  taken  off, 

Bnt  though  the  artificial  abstraction  of  a  portion  of  prof- 
its would  have  a  real  tend«ney  to  accelerate  improvements 
in  production,  no  considerable  improvements  mi^ht  actually 
result,  or  only  of  such  a  kind  as  not  to  raise  fi:eneral  profits 
at  all,  or  not  to  raise  them  so  much  as  the  tax  had  dimin- 
ished them.  If  so,  the  rate  of  profit  would  be  brought 
closer  to  that  practical  minimum,  to  which  it  is  constantly 
approaching :  and  this  diminished  return  to  capital  would 
either  give  a  decided  check  to  further  accumulation,  or 
would  cause  a  greater  propoilion  than  before  of  the  annual 
increase  to  be  sent  abroad,  or  wasted  in  improfitable  Fspecu- 
lations.  At  its  first  imposition  the  tax  falls  wholly  on  prof- 
its :  but  the  amount  of  increase  of  capital,  wliicli  the  tax 
prevents,  would,  if  it  had  been  allowed  to  continue,  have 
tende<l  to.  reduce  profits  to  the  same  level ;  and  at  every 
period  of  ten  or  twenty  years  there  will  be  found  less  difter- 
enee  between  profits  as  tliey  are,  and  ijrofits  as  they  would 
in  that  case  have  been  :  until  at  last  there  is  no  difterence, 
and  the  tax  is  thi'own  either  upon  the  labourer  or  upon  the 
landlord.  The  real  effect  of  a  tax  on  jirofits  is  to  make  the 
country  possess  at  any  given  period,  a  emaller  capital  and  a 
smaller  aggregate  production,  and  to  make  the  stationary 
state  be  attained  earlier,  and  with  a  smaller  sum  of  national 
wealth.  It  is  possible  that  a  tax  on  profits  might  even 
diminish  the  existing  capital  of  the  country.  If  the  rate  of 
profit  is  already  at  the  practical  minimum,  that  is,  at 
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point  at  wliich  all  that  portion  of  the  annual  increment 
wiiieli  would  tend  to  reduce  profits  is  carried  off  either  by 
exportation  or  by  speculation  ;  then  if  a  rax  is  iiiipoeed  vrhicli 
reduces  profita  btill  lower,  the  same  causes  wliich  previously 
carried  off  the  increase  would  probably  carry  off  a  portion  of 
the  exiiiting  capital.  A  tax  on  profits  is  thus,  in  a  state  of 
capital  and  accnninlation  like  that  in  England,  extremely 
detrimental  to  the  national  wealth.  And  thin  effect  is  not 
confined  to  the  case  of  a  peculiar,  and  therefore  intrinsically 
unjust,  tax  on  jirofits.  The  mere  fact  that  profits  have  to 
bear  their  share  of  a  heavy  general  taxation,  tends,  in  the 
same  uiuuuer  as  a  peculiar  tax,  to  drive  cajutal  abroad,  to 
stimulate  imprudent  epccnlations  by  diminishing  safe  gains, 
to  discourage  further  accumulation,  and  to  accelerate  the 
attainment  of  tlie  stationary  state.  Tins  is  thought  to  have 
been  tlie  principal  cause  of  the  decline  of  Holland,  or  rather 
of  her  having  ceased  to  make  progress. 

Even  in  countries  which  do  not  accumulate  so  fast  as  to 
be  always  witliin  a  short  interval  of  the  stationary  stale,  it 
seems  impossible  that,  if  capital  is  accumulating  at  all,  its 
accumulation  thould  not  be  in  some  degree  retarded  by  the 
abstraction  of  a  portion  of  its  profit ;  and  unless  the  effect  in 
stimulating  improvements  be  a  ftill  counterbalance,  it  is 
inevitable  that  a  part  of  tlie  burden  will  be  thrown  off  the 
capitalist,  upon  the  labourer  or  the  landlord.  One  or  other 
of  these  is  always  the  loser  by  a  diminished  rate  of  accumu- 
lation. If  |K)pulat!on  continues  to  increase  as  before,  the 
labourer  suffei-s  :  if  not,  cultivation  is  checked  in  its  advance, 
and  tlie  landlords  lose  the  accession  of  rent  which  would 
have  accrued  to  tlicni.  The  only  countries  in  which  a  tax  on 
profits  seems  likely  to  be  permanently  a  burden  on  capital- 
ists excUiHively,  are  tliose  in  which  capital  is  stationary, 
because  there  is  no  new  accumulation.  In  such  countries 
the  tax  might  not  prevent  tlic  old  ouitital  from  being  kept 
up  tfirougli  habit,  or  from  unwillingness  to  submit  to  im- 
poverishment, and  flo  the  capitalists  might  continue  to  bear 
the  wliole  of  the  tax.     It  is  seen  from  tliese  considerations 
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that  the  effects  of  a  tax  on  profits  are  mnch  more  complex 
more  varions,  and  in  some  points  more  uncertain,  than 
writers  on  the  subject  have  commonlv  supposed, 

§  4,  We  now  turn  to  Taxes  on  Wages.  The  incidence 
of  these  is  very  different,  aceording  as  the  wages  taxed  are 
those  of  ordinarr  unskilled  lalx>iir,  or  are  the  remuneration  of 
fiuch  skilled  or  privileged  employments,  whether  manual  or 
intellectual,  as  are  taken  out  of  tlie  sphere  of  competition  by 
a  natural  or  conferred  monopoly. 

I  have  already  remarked,  that  in  the  present  low  state 
of  popular  education,  all  the  higher  grades  of  mental  or  edu- 
cated labour  are  at  a  monopoly  price ;  exceeding  the  wages 
of  common  workmen  in  a  degree  very  far  beyond  that  which 
is  due  to  the  expense,  trouble,  and  loss  of  time  i*equired  in 
qualifying  for  the  employment.  Any  tax  levied  on  these 
gains  which  still  leaves  them  above  (or  not  below)  their  just 
proportion,  falls  on  those  who  pay  it ;  tliey  have  no  means 
of  relieving  themselves  at  the  expense  of  any  other  class. 
The  same  thing  is  true  of  ordinary  wages,  in  cases  like  that 
of  the  United  States,  or  of  a  new  colony,  where,  capital  in- 
creasing as  rapidly  as  population  can  increase,  wages  are 
kept  up  by  the  increase  of  capital,  and  not  by  the  adherence 
of  the  labourers  to  a  fixed  standard  of  comforts.  In  such  a 
case,  some  deterioration  of  their  condition,  whether  by  a  tax 
or  otherwise,  might  possibly  take  place  without  checking 
the  increase  of  population.  The  tax  woiilil  in  that  ease  fall 
on  the  labourers  themselves,  and  would  rwliico  tliem  pre- 
maturely to  that  lower  state  to  which,  ou  the  same  supposi- 
tion with  regard  to  their  habits,  they  would  in  any  case  have 
been  redaced  ultimately,  by  the  inevitable  tliniinution  in  the 
rate  of  increase  of  capital,  through  the  occupation  of  all  the 
fertile  land. 

Some  will  object  that,  even  in  this  case,  a  tax  on  wages 
cannot  be  detrimental  to  the  labourers,  since  the  money 
raised  by  it,  being  expended  in  the  country,  comes  back  to 
tlie  labourers  again  through  the  demand  for  labour.     The 
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fallacy,  however,  of  this  dot-^lrine  has  been  so  comjilctely 
exhibited  in  the  First  Boob,*  that  I  need  do  little  more  than 
refer  to  that  expoeition.  It  was  there  fihown  that  fonds  ex- 
f)ended  unproductiveiy  have  no  tendency  to  raise  or  keep 
up  wag;e5,  unless  when  expended  in  the  direct  pnrehafie  of 
labonr.  If  the  government  took  a  tax  of  a  shilKng  a  week 
&om  every  labourer,  and  laid  it  all  out  in  hiring  labourers 
for  military  service,  public  works,  or  the  like,  it  would  no 
doubt,  indemnify  the  labourers  as  a  <das&  for  all  that  the  tax 
took  from  them.  That  would  really  be  "^spending  the  mon- 
ey among  the  people/*  But  if  it  expended  the  whole  in 
buying  goods,  or  lu  adding  to  the  SftlanL*£  of  employes  who 
bought  goods  with  it,  this  would  not  increase  the  deound 
for  labour,  or  tend  to  raise  wages.  "Without,  bowerer, 
reverting  to  general  principles^  we  may  rely  on  ma.  ob- 
vious r(duciio  ad  ahtn/rdum.  If  to  take  money  from  die 
labonrers  and  spend  it  in  commodities  is  giving  it  back  to 
the  labourers,  then,  to  take  money  from  other  daaaee,  aod 
spend  it  in  tbe  same  manner,  must  be  giving  it  to  the  Ift- 
bouros;  consequently,  the  more  a  government  takes  in 
taxes,  tbe  greater  will  be  the  demaDd  for  laboar,  and  tlie 
more  opnleot  the  coc»dition  of  tbe  laboorer&.  A  |BOpQGttian 
the  absurdity  of  which  no  one  can  faU  to  eee. 

In  tbe  cooditioa  of  mo6t  eommunitif^  wages  are  regu- 
lated by  the  habitual  standard  of  living  to  which  the  la- 
bourers adhere,  and  on  leas  than  whidi  they  will  not  multi- 
ply. \niere  there  exists  audi  a  etaiidard,  a  tax  on  irag^ 
will  indeed  for  a  time  be  borne  by  the  labooven  tiieni- 
edves :  but  unless  this  temporary  depression  has  the  effect 
of  lowering  the  eiandanl  itsit-lf,  tbe  inuc— e  of  popnlation 
wUl  recti  ve  a  ebedc,  wiuch  will  raise  wa^Ecs.  and  restore  tbe 
laboaieis  to  their  previous  oonditioD.  On  whom,  in  this 
eaee,  will  tbe  tax  fidl  I  According  to  Adam  Smitlky  on  the 
community  generally,  in  their  cfaarader  of  consamers; 
aince  tbe  rise  of  wages,  be  thoogbt,  wonld  nuse  genual 
prices,    Wc  have  s«<en,  bowerer.  that  getkcnl  priees  depend 
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on  otlier  causes,  and  are  never  raised  by  anr  circnmetanoe 
which  affects  all  kinds  of  productive  employment  in  the 

same  manner  and  degree.  A  ri?«  of  wages  occasioned  by  a 
tax,  must,  like  any  otlier  increase  of  the  cost  of  laboxir,  be 
defrayed  from  profits.  To  attempt  to  tax  day-labourers,  in 
an  old  conntry,  is  merely  to  impose  an  extra  tax  iipoi\  all 
employers  of  common  labour ;  unless  the  tax  Iihs  the  much 
worse  effect  of  permaiiently  lowering  the  standard  of  com- 
fortable subsistence  in  the  minds  of  the  poorest  class. 

We  lind  in  ilie  preceding  consideratiiins  an  additional 
argument  for  the  opinion  already  expressed,  that  direct  tax- 
ation should  stop  short  of  the  class  of  incomes  which  do  not 
exceed  what  is  necessary  for  healthful  existence.  Tliese 
very  small  incomes  are  mostly  derived  from  manual  laltour ; 
and,  as  we  now  see,  any  tax  imposed  on  these,  eitJier  per- 
manently degrades  the  habits  of  the  labouring  riass,  or  falls 
on  profits,  and  burdens  capitalists  witli  an  indirect  tax,  in 
addition  to  their  sliare  of  the  direct  taxes ;  which  is  doubly 
objectionable,  both  as  a  violation  of  the  fuudaiuental  rnle  of 
equality,  and  for  the  reasons  which,  as  already  shown,  render 
a  peculiar  tax  on  profits  detrimental  to  the  public  wealth, 
and  consequently  to  the  means  which  society  possesses  of 
paying  any  taxes  whatever. 

§  5.  We  now  pass,  from  taxes  on  the  separate  kinda 
of  income,  to  a  tax  attempted  to  be  assessed  fairly  ujion  all 
kinds;  in  other  words,  an  Income  Tax.  The  discussion  of 
the  coDd!t;on8  nece^ary  for  making  tins  tnx  consistetit  with 
justice,  has  been  anticipated  in  the  last  chapter.  We  sliall 
suppose,  therefore,  that  these  conditions  are  complied  with. 
Tliey  arc,  first,  that  incmnci*  below  a  certain  amount  should 
be  altogether  untaxed.  This  minimum  should  not  be  higher 
than  the  amount  which  suffices  for  the  necessaries  of  the 
existing  population.  The  exemption  from  (he  present  ineonie- 
tttx,  of  all  inconies  tmder  100/.  a-year,  and  the  lower  per- 
centage levied  on  those  between  100/.  and  150A,  are  only 
defensible  on  the  ground  that  almost  all  the  indirect  taxes 
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press  more  heavily  on  incomes  between  60/.  and  150?.  than 
on  any  others  wliatever.  Tlie  eeeond  condition  is,  that 
incomes  above  the  limit  should  be  taxed  only  in  proportion 
to  the  surplus  by  which  they  exceed  the  limit.  Thirdly, 
that  all  suras  saved  from  income  and  invested,  should  I>e  ex- 
empt from  the  tax :  or  if  this  be  found  impracticable,  that 
life  incomes  and  incomes  from  business  and  professions 
should  be  lees  heavily  taxed  tlian  inheritable  incomes,  in  a 
degree  as  nearly  as  possible  e^piivalent  to  the  increased  need 
of  economy  arising  from  their  terminable  character  :  allow- 
ance being  also  made,  in  the  caae  of  variable  incomes,  for 
their  precarionsness. 

An  income-tax,  fairly  assessed  on  these  principles,  would 
be,  in  point  of  justice,  the  least  exceptionable  of  all  taxes. 
Tiie  objeetiou  tu  it,  in  the  present  low  state  of  public  morality, 
is  the  inii>o9aibility  of  ascertdning  the  real  incomes  of  the 
contributors.  Tlie  supposed  hardship  of  compelling  people 
to  disclose  the  amount  of  their  incomes,  ought  not  in  my 
opinion,  to  count  for  much.  One  of  tlie  social  evils  of  this 
country  is  the  practice,  amounting  to  a  cnstoni,  of  maintain- 
ing, or  attempting  to  maintain,  the  appearance  to  the  world 
of  a  larger  income  than  is  possessed  ;  aud  it  would  be  far  bet- 
ter for  the  interests  of  those  who  yield  to  this  weakness,  if  the 
extent  of  their  means  were  universally  and  exactly  knoMm, 
and  the  temptation  removed  to  expending  more  than  they 
can  afford,  or  stinting  real  wants  in  order  to  make  a  false 
show  externally.  At  the  same  time,  the  reason  of  the  case, 
even  on  this  point,  is  not  so  exclusively  on  one  side  of  the 
argument  aa  is  Bometimes  supposed.  So  long  as  the  vulgar 
of  any  country  are  in  the  debased  state  of  mind  which  this 
national  habit  presupposes — so  long  as  their  respect  (if  sucb 
a  word  can  he  applied  to  it)  is  proportioned  to  what  they  sup* 
pose  to  be  each  person's  pecuniary  means — it  may  be  doubted 
whether  anything  which  would  remove  all  uncertainty  as  to 
that  point,  would  not  considerably  increase  the  presumption 
and  arrogance  of  the  vujgar  richj  and  their  insolence  towards 
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those  above  tliem  in  mind  and  character,  but  below  them  in 
fortune. 

Nut  withstanding,  tpo,  what  is  called  the  inquisitorial 
nature  of  the  tax,  no  amount  of  inquisitorial  power  which 
would  be  tolerated  by  a  people  tlie  most  disposed  to  submit 
to  it,  conld  enable  the  revenue  oflicere  to  assess  the  tax  from 
actual  knowledge  of  the  circumstances  of  contributors. 
Rents,  salaries,  annuitiefi,  and  all  fixed  incomes,  can  be  ex- 
actly ascertained.  But  the  variable  gains  of  professions,  and 
still  more  the  profits  of  business,  which  the  person  interestefl 
cannot  always  himself  exactly  ascertain,  can  still  less  be 
estimated  with  any  approaeli  to  fairness  by  a  tax  collector. 
The  main  reliance  must  be  placed,  and  always  has  been 
placed,  on  the  retnrns  made  by  the  person  himself.  Xo 
production  of  accounts  is  of  much  avail,  except  against  the 
more  flagrant  cases  of  falsehood  ;  and  even  against  these  the 
check  is  very  iniperfeet,  for  if  fraud  is  intended,  false  ac- 
counts can  generally  be  framed  which  it  will  baffle  any 
means  of  inquiry  possessed  by  the  revenue  officers  to  detect: 
the  easy  resource  of  omitting  entries  on  the  credit  aide  being 
often  sufficient  without  the  aid  of  fictitious  debts  or  dis- 
bursements. The  tax,  therefore,  on  whatever  principles  of 
equality  it  may  be  imposed,  is  in  practice  unequal  in  one  of 
the  worst  ways,  falling  heaviest  on  the  most  conscientions. 
Tlie  unscrupulous  succeed  in  evading  a  great  proportion  of 
what  they  should  pay ;  even  persons  of  integrity  iii  their 
ordinary  transactions  are  tempted  to  palter  with  their  con- 
sciences, at  least  to  the  extent  of  deciding  in  their  own  fa- 
vour all  points  on  which  the  smallest  doubt  or  discussion 
could  arise :  while  the  strictly  veracious  may  be  made  to 
pay  more  than  the  state  intended,  by  the  powers  of  arbitrary 
assessment  necessarily  ititnisted  to  the  Commissioners  as 
the  last  defence  against  the  tax-payer's  power  of  conceal- 
ment. 

It  is  to  be  feared,  therefore,  that  the  fairaeas  which  be- 
longs to  the  principle  of  an  income-tax,  cannot  be  made  to 
attach  to  it  in  practice :  and  that  this  tax,  while  apparently 
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the  most  just  of  all  modca  of  raistng  a  revcnne,  is  in  effect 
more  nnjuiit  than  many  others  which  are  prima  /acie 
more  objectionable.  This  eonsideratlun  wonld  lead  ns  to 
eODCnr  in  tlie  opinion  which,  until  of  bite,  has  Oanally  pre- 
vailed— that  direct  taxes  on  income  should  be  reserved  as 
an  extraordinary  resonrce  for  great  national  emergencies,  in 
wliich  tlifc  neeesgiiy  of  a  !ai^  additional  revenue  overrules 
all  objection*. 

The  difficaltieo  of  a  fair  income-tax  have  elicited  a  prop- 
osition for  a  direct  tax  of  so  much  per  cent.,  not  on  income 
but  on  expenditure ;  the  aggregate  amount  of  each  penon*a 
expenditure  being  a^^certained  us  the  amount  of  income  now 
is,  from  etatementa  fnmiehed  by  tlie  contributors  themselves. 
The  author  of  this  suggestion,  Mr.  Revans,  in  a  clever  pam- 
phlet on  the  subject,*  contends  that  the  returns  which  per- 
sons would  funiish  of  their  expenditure  would  be  more 
tTHstworthy  than  those  which  they  now  make  of  their  income, 
ina&much  as  exj>enditure  is  in  its  owu  nature  more  public 
thun  income,  and  false  representations  of  it  more  easily  de- 
tected. He  cannot,  I  think,  have  sufficiently  considered, 
how  few  of  the  items  in  the  annual  expenditure  of  most 
families  can  be  jutlgod  of  with  any  approximiition  to  correct- 
ness from  the  external  signs.  The  only  security  would  still 
be  the  veracity  of  individuals,  and  there  is  no  reason  for 
supposing  that  their  statements  would  be  more  trustworthy 
on  the  subject  of  their  expenses  than  on  that  of  their  reve- 
nues; especially  as,  the  expenditure  of  most  persons  being 
composed  of  many  more  items  than  their  income,  there 
would  be  more  scope  for  concealment  and  suppression  in 
tlic  detail  of  expenses  tlian  even  of  receipts. 

The  taxes  on  expenditure  at  present  in  force,  either  in 
r  this  or  in  other  countries,  fall  only  on  particular  kinds  of 
oxponditnre,  and  differ  no  otherwise  fi-om  taxes  on  com- 
modities than  in  bi'ing  pai<l  directly  by  the  ]>erson  whocon- 
Bunies  or  uses  the  article,  instead  of  being  advanced  by  the 

*  *'  A  Percontiy^e  Tax  on  Dotncxtio  Ex|)en()iture  to  supply  the  wliold  of  Ibe 
Pnbtio  Hevftliif.^     Ry  Jolm  Rtfvniv^      Piil.li«}K-«l  hy  IfiiU-litirtl,  in  184X 
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■  producer  or  seller,  and  reimbursed  in  the  price.  The  taxes 
on  horses  and  carriages,  on  do£^,  on  servants,  are  of  this 
nature.     They  evidently  fall  on  the  persons  from  whom  they 

■  are  lened — those  M'ho  use  the  commodity  taxed.  A  tax  of 
a  similar  deficrii)tion,  and  more  important,  is  a  house-tax: 
which  must  be  cousidered  at  somewhat  greater  length. 


§  6.  Tlie  rent  of  a  house  consists  of  two  parts,  the 
gromid-rent,  and  what  Adam  Smith  calls  the  building- rent. 
The  first  is  determined  by  the  ordinary  principles  of  rent. 
It  is  the  remuneration  given  for  the  use  of  the  portion  of 
land  occupied  by  the  house  and  its  appurtenances ;  and 
vadea  from  a  mere  equivalent  for  the  rent  which  the 
ground  would  aflbrd  in  agi'iculture,  to  the  monopoly  renta 
paid  for  advantageous  situations  in  populous  thoroughfares. 
The  rent  of  the  house  itself,  as  distinguislied  from  the  ground, 
is  the  equivalent  given  for  the  labour  and  capital  expended 
on  the  building.  The  fact  of  its  being  received  in  quarter- 
ly or  half-yearly  payments,  makes  no  difference  in  the  princi- 
ples by  which  it  is  regulated.  It  comprises  tlie  ordinary  pro- 
fit on  the  builder's  capital,  and  an  annuity,  sufficient  at  the 
cun'cut  rate  of  interest,  after  paying  for  all  repairs  charge- 
able on  the  proprietor,  to  replace  the  original  capital  by  the 
time  the  house  is  worn  out,  or  by  the  expiration  of  the  usual 
term  of  a  building  lease. 

A  tax  of  80  much  per  cent,  on  the  gross  rent,  falls  on  both 
those  portions  alike.  Tlie  more  highly  a  liouse  iti  rented,  the 
more  it  pays  to  the  tax,  whether  the  quality  of  the  situation 
or  that  of  the  house  iiself  is  the  cause.  The  incidence,  how- 
ever, of  these  two  portions  of  the  tax  must  be  considered 
separately. 

As  much  of  it  as  is  a  tax  on  bnilding-rent,  must  ultimate- 
ly fall  on  the  consumer,  in  other  words  the  occupier.  For  as 
the  profits  of  building  are  already  not  ab^ve  the  ordinary 
rate,  they  would,  if  the  tax  fell  on  the  owner  and  not  on  the 
occupier,  bet'ome  lower  tlian  the  profits  of  untaxed  employ- 
ments, and  houses  would  not  be  built.     It  is  probable  how- 
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ever  tliat  for  some  time  after  the  tax  was  first  imposed,  a 
great  part  of  it  would  fall,  not  on  the  renter,  but  on  the 
owner  of  the  houHe.  A  large  proportion  of  the  consnmere 
either  could  not  afford,  or  would  not  choose,  to  pay  their 
former  rent  with  the  tax  in  addition,  but  would  content 
themselves  with  a  lower  scale  of  accomujodation.  Houses 
therefore  would  be  for  a  time  in  excess  of  the  demand.  Tlie 
consequence  of  saeh  excess,  in  the  case  of  most  other  articles, 
would  be  an  almost  immediate  diminution  of  the  supply : 
but  so  durable  a  commodity  as  houses  does  not  rapidly  dimin- 
ish in  amount.  New  buildings  indeed,  of  the  class  for  which 
the  demand  had  decreased,  would  cease  to  be  erected,  except 
for  special  reasons ;  but  in  the  meantime  the  temporary 
superfluity  would  lower  rents,  and  the  consiuners  would 
obtain,  perhaps,  nearly  the  same  accommodation  as  formerly, 
for  the  same  aggregate  payment,  rent  and  tax  together.  By 
degrees,  however,  as  the  e.visting  houses  wore  out,  or  as 
increase  of  population  demanded  a  greater  supply,  rents 
would  again  rise ;  until  it  became  profitable  to  recom- 
mence building,  which  would  not  be  until  the  tax  was 
wholly  transferred  to  the  occupier.  In  the  end,  therefore, 
the  occupier  bears  that  portion  of  a  tax  on  rent,  which  falls 
on  the  payment  made  for  the  house  itself,  exclusively  of  the 
ground  it  stands  on. 

The  case  is  partly  different  with  the  port-ion  wliich  is  a 
tax  on  ground-rent.  As  taxes  on  rent,  properly  so  called, 
fall  on  the  landlord,  a  tax  on  ground-rent,  one  would  sup- 
pose, must  fall  on  the  ground-landlord,  at  least  after  the 
expiration  of  the  building  lease.  It  .wiU  not  however  fall 
wholly  on  the  landlord,  unless  with  the  tax  on  ground-rent 
there  is  combined  an  equivalent  tax  on  agricultural  rent. 
The  lowest  rent  of  land  let  for  building  is  very  little  above 
the  rent  wliich  the  same  ground  would  yield  in  agriculture : 
since  it  is  reasonable  to  suppose  that  land,  unless  in  case  of 
exceptional  circumstanceSi  is  let  or  sold  for  building  as  soon 
as  it  is  decidedly  worth  more  for  that  purpose  than  for  culti- 
vation.    If,  therefore,  a  tax  wei-e  laid  on  ground-rents  without 
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being  also  laid  on  agrvcnUural  rents,  it  would,  uulesg  of 
trifling  aruonnt,  reduce  the  return  from  the  lowest  ground- 
rents  below  the  ordinary  return  fi*om  land,  and  would  ciieck 
further  building  quite  as  effectually  as  if  it  M'ere  a  tax  on 
buiiding-renta,  until  either  the  increased  demand  of  a  grow- 
iDg  population,  or  a  diminution  of  supply  by  the  ordinary 
causes  of  destruction,  had  raised  the  rent  by  a  full  equivalent 
for  the  tax.  But  whatever  raises  the  lowest  ground-reuts, 
raises  all  others,  since  each  exceeds  the  lowest  by  the  market 
value  of  its  peculiar  advantages.  If,  therefore,  the  tax  on 
ground-rents  were  a  fixed  sum  per  square  foot,  tiic  more 
valuable  situations  paying  no  more  than  those  least  in  request, 
this  fixed  payment  would  ultimately  fall  on  the  occupier. 
Suppose  the  lowest  ground-rent  to  be  10/.  per  acre,  and  the 
highest  1000?.,  a  tax  of  1^.  per  acre  on  gi-ound-rents  would 
nltimately  raise  the  former  to  11/.,  and  tlie  latter  conse- 
quently to  1001/.,  since  the  difference  of  value  between  the 
two  situations  would  be  exactly  what  it  was  before :  tlie 
annual  pound,  therefore,  would  he  paid  by  the  occupier. 
But  a  tax  on  ground-rent  is  supposed  to  be  a  portion  of  a 
house-tax  which  is  not  a  fixed  payment,  but  a  percentage  on 
the  rent.  The  cheapest  site,  therefore,  being  sup]»osed  as 
before  to  pay  1/.,  tlie  dearest  would  pay  100^.,  of  which  only 
the  11.  could  be  thrown  upon  the  occupier,  since  the  rent 
would  still  be  only  raised  to  1001/.  Consequently,  99?.  of 
the  100?.  levied  from  the  expensive  site,  would  fall  on  the 
ground-landlord.  A  house-tax  thus  requires  to  be  considered 
in  a  double  aspect,  as  a  tax  on  all  occupiers  of  houses,  and 
a  tux  on  ground-rents. 

In  the  vast  Fnajority  of  houses,  the  ground-rent  forms 
but  a  small  proportion  of  the  annual  payment  made  for  the 
house,  and  nearly  all  the  tax  falls  on  the  occupier.  It  is  only 
in  exceptional  cases,  like  that  of  the  favourite  situations  in 
large  towns,  that  the  predominant  clement  in  the  rent  of  tlie 
house  is  the  ground-rent ;  and  among  the  very  few  kinds  of 
income  which  are  fit  subjects  for  peculiar  taxation,  these 
ground-rente  hold  the  principal  place,  being  the  most  gigan- 
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tic  example  extant  of  enornioiid  accessions  of  riches  acquired 
rapidly,  and  iu  many  cases  unexpectedly,  by  a  few  ftujiilies, 
from  the  mere  sw^cident  of  their  possessing  certain  tracts  of 
land,  without  their  having  themselves  aided  in  the  acquisi- 
tion by  the  smiJlest  exertion,  outlay,  or  risk.  So  far  there- 
fore as  a  house-tax  falls  on  the  groimd-landlord,  it  is  liable 
to  no  valid  objection. 

In  so  far  as  it  falls  on  tlie  occupier,  if  justly  proportioned 
to  tlic  vahie  of  the  house,  it  is  one  of  the  fairest  and  most 
unobjectionable  of  all  taxes.  No  part  of  a  person's  expend- 
iture is  a  better  criterion  of  his  means,  or  bears,  on  the 
whole,  more  nearly  the  same  proportion  to  them.  A  house- 
tax  is  a  nearer  ^|>p roach  to  a  fair  income-tax,  than  a  direct 
assessment  on  income  can  easily  be ;  having  the  great 
advantfi^e,  that  it  makes  spontaneously  all  the  allowances 
wliioh  it  is  so  ditlicult  to  make,  and  so  impracticable  to  make 
exactly,  iu  assessing  an  income-tax :  for  if  what  a  person 
pays  in  house-rent  is  a  test  of  anything,  it  is  a  test  not  of 
what  he  possesses,  but  of  what  he  thinks  he  can  afford  to 
spend.  The  eciuality  of  this  tax  can  only  be  seriously  qnes- 
tioued  on  two  gi-ouuds.  Tlie  first  is,  that  a  miser  may  escape 
it.  This  objection  applies  to  all  taxes  on  expenditure :  noth- 
ing but  a  direct  tax  on  income  can  reach  a  miser.  But  as 
misers  do  not  now  hoard  their  treasure,  but  invest  it  in 
productive  employments,  it  not  only  adds  to  the  national 
wealth,  and  consetiuently  to  the  general  means  of  paying 
taxes,  but  tlie  payment  claimaltle  from  itself  is  only  trans- 
feiTed  from  the  principal  sum  to  the  income  afterwards 
derived  from  it,  which  pays  taxes  as  soon  as  it  comes  to  be 
expended.  The  second  objection  is  that  a  person  may  re- 
quire a  larger  and  more  expensive  house,  not  from  having 
greater  means,  but  from  having  a  larger  family.  Of  this, 
however,  he  is  not  entitled  to  complain ;  since  having  a 
large  family  is  at  a  person's  own  choice :  and,  so  far  as  con- 
cerns the  public  interest,  is  a  thing  rather  to  be  discouraged 
than  promoted,* 

•  Another  common  objection  la  tiial\fctge  w\A  fc-«.\via\'Bv<<i  ^ocaamoaodatioa  ia 
oftea  required,  not  a?  a.  ivsuWncfc.  bul  W  ViMsiixew.    ^>A\>.N&Mi.*Aw*s.\*ii.TjfTO. 
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i  A  large  portion  of  the  taxation  of  this  country  is  rai*- 

I  ed  by  a  house-tax.  Tlie  parochial  taxation  of  the  towns 
entirely,  and  of  the  niral  districts  partially,  coufiiste  of  an 
assessment  on  house-reut  Tlie  window-tax,  wltich  was 
also  a  house-tax,  but  of  a  bad  kind,  operating  as  a  tax  on 
light,  and  a  cause  of  defonnity  in  buiUliiig,  was  exchanged 
in  1851  for  a  hoMsc-tax  properly  so-called,  but  on  a  much 
lower  scale  tliaii  that  which  existed  previously  to  1834.  It 
is  to  be  lamcntetl  tbat  the  new  tax  retains  the  uujust  princi- 
ple on  which  the  old  house-tax  was  assessed,  and  wiiich  con- 
tributed quite  as  much  as  the  sclEshuess  of  the  middle  classes 
to  produce  the  outcry  against  the  tax.  The  public  were 
justly  scandalized  on  learning  that  residences  like  Chatsworth 
or  Belvuir  were  ouly  rated  on  an  imaginary  rent  of  jxirhaps 
200/.  a  year,  under  the  pretext  that  o^ving  to  the  great  ex- 
pense of  keeping  them  up,  they  could  not  be  let  Ibr  more. 
Probably,  indeed,  they  could  not  be  let  even  for  that,  and  if 
the  argument  were  a  fair  one,  they  ought  not  to  liave  been 
taxed  at  all.  But  a  house-tax  is  ni>t  intended  as  a  tax  on 
incomes  derived  from  Jiouses,  but  on  exi>enditure  incurred 
for  them.     The  thing  which  it  is  wished  to  ascertain  is  what 

eipic  thftt  bnildinga  or  portions  af  huildinj^  occupied  exclusiroly  for  btuincaa, 
such  ns  shops,  warphoiisvs,  or  manufactories,  ought  lo  be  exempted  from  house- 
tax.  The  plea  tbat  pereuos  in  bu-sineas  may  be  compelled  to  tiro  in  ailuationd, 
such  08  the  great  thu  rough  fares  of  London,  where  house-rent  is  at  a  monopoly 
rat«,  seema  to  mc  unwortby  of  regard :  aioc«  no  one  does  so  but  because  the 
extra  profit  which  he  expects  to  derive  from  the  situation,  is  more  than  an  equiv- 
alent to  him  for  the  extra  cosL  But  in  any  case,  the  bulk  of  the  tax  ou  tbU 
extra,  rent  will  not  fall  on  him^  hut  on  the  ^round-landtnrd. 

It  has  beeu  also  objected  that  house-rent  in  the  rural  districts  is  much  lower 
than  in  town*,  and  lower  in  some  to^ms  and  in  some  rural  districts  than  in 
others:  »o  that  a  tax  proportioned  to  it  would  have  a  corrosponding  biequality 
of  preaaure.  To  this,  however,  it  may  be  answered,  that  \u  places  whoi-e  hou&o- 
rent  U)  low,  perttotu*  of  the  sdinu  amount  of  iucome  usually  live  in  Inr^^er  and 
better  houBes,  and  thus  expend  in  houoe-rent  more  Dcarly  the  same  proportion 
of  their  incomes  than  micrht  at  Erst  sight  appear.  Or  if  not,  the  probability  vill 
be,  tbat  many  of  ibem  live  in  thodo  place?  preci^H^ly  becaufie  they  are  loo  poor  to 
lire  elsewhere,  and  bare  therefore  ihe  atronj^est  claim  to  be  taxetl  lifjhlly.  In 
aomb  cases,  it  is  precisely  because  the  people  are  poor,  that  house-rent  remaiiu 
low. 
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a  house  costa  to  tlie  person  who  lives  in  it,  not  what  it 
would  bring  in  if  let  to  some  one  else.  When  the  occupier 
is  not  tlie  owner,  and  docs  not  hold  on  a  repairing  lease, 
the  rent  he  pays  is  the  measure  ot*  what  the  house  cost*  him : 
but  wlien  he  ia  the  owner,  some  other  raeaaure  must  be 
sought.  A  valuation  should  be  made  of  the  house,  not  at 
what  it  would  sell  for,  but  at  what  would  be  the  cost  of 
rebuilding  it,  and  this  valuation  might  be  periodically  cor- 
rected by  an  allowance  for  what  it  had  lost  in  value  by 
time,  or  gained  by  repairs  and  improvements.  The  amount 
of  the  amended  valuation  would  form  a  principal  sum,  the 
interest  of  wliich,  at  the  current  i>rice  of  tlie  public  funds, 
would  form  the  annual  value  at  which  the  building  should 
bo  assessed  to  the  tax. 

As  incomes  below  a  certain  amount  ought  to  be  exempt 
from  income-tax,  so  ouglit  houses  below  a  certain  value, 
from  house-tax,  on  the  universal  principle  of  eparing 
from  all  taxation  the  absolute  necessaries  of  healthful  existr 
encc.  In  order  that  the  occupiers  of  lodgings,  as  well  aa 
of  houBce,  might  benelit,  as  ia  justice  they  ought,  by  this 
exemption,  it  might  be  optional  with  the  owners  to  have 
every  portion  of  a  house  which,  is  occupied  by  a  separate 
tenant,  valued  and  assessed  separately,  as  is  now  usually  the 
case  with  chambers. 


§  1.  By  taxes  on  commodities  are  commotily  meant, 
those  wtic'li  are  levied  either  on  the  producers,  or  on  tho 
carriers  or  dealei*9  who  intervene  between  them  and  the  final 
purchasers  for  coEBumption.  Taxes  imposed  directly  on  the 
consumers  of  particular  commodities,  such  as  a  house-tax,  or 
the  tax  in  this  country  on  horses  and  carriages,  might  bo 
called  taxes  on  commodities,  hut  arc  not ;  the  phrase  being, 
by  custom,  confined  to  indirect  taxes — -those  whicli  arc  ad- 
vanced by  one  person,  to  be,  as  is  expected  and  intended, 
reimbursed  by  another.  Taxes  on  commodities  are  uitlicr 
on  production  within  the  country,  or  on  importation  into  it, 
or  on  conveyance  or  sale  witliin  it ;  and  are  classed  respect- 
ively as  excise,  customs,  or  tolls  and  transit  duties.  To 
whichever  class  they  belong,  and  at  whatever  stage  in  the 
progress  of  the  community  they  may  be  imposed,  they  are 
equivalent  to  an  increase  of  the  cost  of  production ;  using  that 
term  in  its  most  enlarged  sense,  which  iucludea  the  cost  of  I 

transport  and  distribution,  or,  in  common  phrase,  of  bringing  ' ' 

j     the  conomodity  to  market.  | 

'  When  the  cost  of  production  is  increased  artificially  by  a 

tax,  the  eflfect  is  the  same  as  when  it  is  increased  by  natural  ( 

causes.     If  only  one  or  a  few  commodities  are  affected,  their  | 

value  and  price  rise,  so  as  to  compensate  tht;  producer  or  j 

dealer  for  the  peculiar  burden ;  but  if  tl)cre  were  a  tax  on  1 

all  commodities,  exactly  proportinned  to  their  value,  no  siich 
.    compensation  would  be  obtained  :  there  would  neither  be  a  4 
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general  rise  of  values,  whicli  is  an  absurdity,  nor  of  prices, 
which  de}>end  on  causes  eutii'ely  diflerent.  There  would, 
however,  as  Mr.  M*CulIoch  Las  i>oiiited  out,  be  a  disturbance 
of  values,  some  falling,  others  "sing*  owing  to  a  circum- 
stance, the  effect  of  which  on  values  and  prices  we  formerly 
discussed  ;  the  different  durability  of  the  capital  employed  in 
different  occupations.  The  gross  produtuj  of  iudustry  consists 
of  two  parts  ;  one  portion  serving  to  replace  tlie  capital  con- 
sumed, while  the  other  portion  is  profit.  Now  equal  capital 
in  two  branches  of  production  must  have  equal  exjiectations 
of  profit ;  but  if  a  greater  portion  of  the  one  than  of  the  other 
is  fixed  capital,  or  if  that  fixed  capital  is  more  durable,  there 
will  he  a  less  consumption  of  capital  iu  the  year,  and  leas 
will  be  requii-ed  to  replace  it,  so  that  the  profit,  if  abso- 
lutely the  same,  will  form  a  greater  proportion  of  the  ammal 
returns.  To  derive  from  a  capital  of  1000^.  a  profit  of  100/., 
the  one  producer  may  have  to  sell  produce  to  the  value  of 
1100/.,  tlie  other  only  to  the  value  of  500/.  If  on  these  two 
branches  of  industry  a  tax  be  imposed  of  five  per  cent,  ad 
v(dorem^  the  last  will  be  charged  only  with  25/.,  the  first  with 
55/. ;  leaviug  to  the  one  75/.  profit,  to  the  other  only  45/. 
To  equalize,  therefore,  their  expectation  of  profit,  the  one 
commodity  must  rise  in  price,  or  tlie  other  nmst  fall,  or  both : 
commodities  made  chiefly  by  immediate  labour  must  rise  in 
value,  as  compared  with  those  which  are  chiefly  made  by 
machinery.  It  is  unnecessary  to  prosecute  this  branch  of 
the  inquiry  any  further, 

§  2.  A  tax  on  any  one  commodity,  whether  laid  on  its 
production,  its  importation,  its  carriage  from  place  to  place, 
or  its  sale,  and  whether  the  tax  be  a  fixed  sum  of  money  for 
a  given  quantity  of  the  commodity,  or  iiti  ad  valorem  duty, 
will,  as  a  general  rule,  raise  the  value  and  price  of  the  com- 
modity by  at  least  the  amount  of  the  tax.  There  are  few 
eases  iu  which  it  does  not  raise  them  by  more  than  that 
Amount.  In  the  first  place,  there  are  few  taxes  on  produc- 
Hon  on  account  of  whicli  it  is  not  found  or  deemed  necefi* 
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sary  to  impose  restrictive  regulations  on  the  mannfRcturers  or 
dealers,  in  order  to  cheek  evasions  of  the  tax.  These  regu- 
lations are  always  soarees  oC  trouble  and  annoyance,  and 
generally  of  expense,  for  all  of  which,  being  peculiar  disad- 
vantages, the  producers  or  dealers  must  have  conij>ensation 
in  the  price  of  their  commodity.  These  restrictions  also  fre- 
quently interfere  with  the  processes  of  manufacture,  requir- 
ing the  producer  to  carry  on  his  operations  iu  the  way  most 
convenient  to  the  revenue,  though  not  the  cheapest  or  most 
efficient  for  purposes  of  production.  Any  regulations  what- 
ever, enforced  by  law,  make  it  difficult  for  the  producer  to 
adopt  new  and  improved  processes.  Furtlier,  the  necessity 
of  advancing  the  lax  obliges  producers  and  dealer  to  carry 
on  tlicir  business  with  larger  capitals  than  would  otlierwise 
be  necessary,  on  the  whole  of  wliich  they  must  receive  tlie 
ordinary  rate  of  profit,  though  a  part  onTy  is  employed  in 
defraying  the  real  expenses  of  production  or  importation. 
The  price  of  the  article  must  be  such  as  to  afford  a  profit  on 
more  than  its  natural  value,  insteacl  of  a  profit  on  only  its 
natural  value.  A  part  of  the  capital  of  the  country,  in  tfhort, 
is  not  employed  in  production,  but  iu  advances  to  the  state, 
repaid  in  tlie  price  of  goads  ;  and  the  consimiers  nniet  give 
an  indemnity  to  the  sellers,  equal  to  the  profit  which  thuy 
could  have  made  on  the  same  capital  if  really  employed  in 
production.  Xeither  ought  it  to  he  forgotten,  that  whatever 
renders  a  larger  capital  necessary  iu  any  trade  or  business, 
limits  the  competition  iu  tliat  businoas ;  and  by  giving  some- 
thing like  a  monopoly  to  a  few  dealers,  may  enable  them 
either  to  keep  up  the  })riee  beyond  what  would  aflord  the 
ordinary  rate  of  profit,  or  to  obtain  the  ordinary  rate  of 
profit  with  a  less  degree  of  exertion  for  improving  and 
cheapening  their  commodity.  In  these  several  modes, 
taxes  on  commodities  often  cost  to  the  consumer,  through 
the  increased  price  of  the  article,  much  more  than  they 
bring  into  the  treasury  of  the  state.  There  is  still  another 
consideration.  The  higher  price  necessitated  by  the  tax, 
almost  always  checks  the  demand  for  the  commodity  ;  and 
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since  there  are  many  improvements  in  prodnction  which, 
to  make  them  practicable,  require  a  certain  extent  of 
demand,  such  improvements  are  ol«tructed,  aiid  many  of 
tliera  prevented  altogether.  It  is  a  well-known  fact,  that 
the  branches  of  production  in  which  fewest  improvements 
are  made,  are  those  with  which  the  revenue  officer  inter- 
feres ;  and  that  nothing,  in  general,  gives  a  <^reater  impulse 
to  improvements  in  the  production  of  a  commodity,  than 
taking  otf  a  tax  which  narrowed  the  market  for  it. 

§  3.  Such  are  the  effects  of  taxes  on  commodities,  con- 
sidered generally  ;  but  as  there  are  some  commodities  (those 
composing  the  necessanes  of  the  labonrer)  of  which  the 
values  have  an  iuilueuce  on  the  distribution  of  wealth  among 
different  classes  of  the  community,  it  is  requisite  to  trace 
liie  effects  of  taxes  on  those  particular  articles  soinewhat 
farther.  If  a  tax  be  laid,  say  on  com,  and  the  price  rises  in 
proportion  to  the  tax,  the  rise  of  price  may  operate  in  two 
ways.  First :  it  may  lower  the  condition  of  the  labouring 
classes ;  temporarily  indeed  it  can  scarcely  fail  to  do  so. 
If  it  diminishes  their  consumption  of  the  produce  of  the 
earth,  or  makes  them  resort  to  a  food  which  the  soil  pro- 
duces more  abundantly,  and  therefore  more  cheaply,  it  to 
that  extent  contributes  to  throw  back  agrif  ulturo  upon  more 
fertile  lands  or  less  costly  procet-ses,  and  to  lower  the  value 
and  price  of  corn  ;  which  therefore  ultimately  settles  at  a 
price,  increased  not  by  the  whole  amount  of  tht^  tax,  but  by 
only  a  part  of  its  amount.  Secuudly,  however,  it  may  hap- 
pen that  the  dcarness  of  the  taxed  food  does  not  lower  the 
iiabitnal  atantlard  of  the  labourer's  reqnirementSj  but  that 
wages,  on  the  conb'ary,  through  an  action  on  population, 
rise,  in  a  shorter  or  longer  period,  so  as  to  compensate  tlie 
labourers  for  their  portion  of  the  tax;  the  compensation 
being  of  course  at  the  expense  of  profits.  Taxes  on  necessa- 
ries must  thus  have  one  of  two  efl'ccts.  Either  they  lower 
the  condition  of  the  labouring  classes ;  or  they  exact  from 
the  owners  of  capital,  in  addition  to  the  amount  due  to  tJie 
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state  on  their  own  necessaries,  the  amount  dne  on  tho^e 
coneuiued  by  tlie  labourers.  In  the  last  case,  the  tax  on 
necessaries,  lilcc  a  tax  on  wages,  is  equivalent  tfl  a  pe^-uliar 
tax  ou  profits ;  which  is,  tike  all  other  partial  taxatiou, 
unjust,  and  is  specially  prejudicial  to  the  increase  of  the 
national  wealth. 

It  remaiue  to  speak  of  the  effect  on  rent.  Assuming 
(what  is  usually  the  fact,)  that  the  consinnption  of  food  is 
not  diminished,  the  same  cultivation  as  before  will  be  neces- 
sary to  supply  the  waiits  of  the  comnninity  ;  the  margin  of 
cultivation,  to  use  Dp.  Chalmers'  expression,  remains  where 
it  was ;  and  the  same  laud  or  capital  whit-h,  as  the  least 
productive,  already  regulated  the  value  and  price  of  the 
whole  produce,  will  continue  to  regulate  them.  The  effect 
which  a  tax  on  agricultural  produce  will  have  on  rent, 
depends  on  its  affecting  or  not  affecting  the  difference 
between  the  return  to  this  least  productive  land  or  capital, 
and  the  returns  to  other  lands  and  capitals.  Now  this 
depends  ou  the  manner  in  which  the  titx  is  imposed.  If 
it  is  an  ad  valoreni  tax,  or  what  is  the  same  thing,  a  fixed 
proportion  of  the  produce,  euch  as  tithe  for  example,  it 
evidently  lowers  corn-rents.  For  it  takes  more  corn  from 
the  better  lands  than  from  the  worse ;  and  exactly  in  the 
degree  in  which  they  are  better ;  land  of  twice  the  produc- 
tiveness pajing  twice  as  much  to  the  tithe.  Whatever  takes 
more  from  the  greater  of  two  quantities  than  from  the  less, 
diminishes  the  difference  between  them.  The  imposition  of 
a  tithe  on  com  would  take  a  tithe  also  from  corn-rent :  for 
if  we  reduce  a  series  of  numbers  by  a  tenth  each,  the  differ- 
ences between  them  are  reduced  one-tentlx. 

For  example,  let  there  be  five  qualities  of  land,  which 
gevcrally  yield,  on  the  same  extent  of  ground  and  with  the 
same  expenditiure,  100,  90,  80,  YO,  and  60  bushels  of  wheat ; 
the  last  of  these  being  the  lowest  quality  whicli  the  demand 
for  food  renders  it  necessary  to  cultivate.  The  rent  of  these 
lands  will  be  as  follows ; — 
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That  prodaciog        W  «  «f  »0— 60,  or  80 

W  „  t,  80-60,  or  20      " 

»  70  „  „  VO-60,  orlO      „ 

„  W  „  11  no  rent. 

Now  let  a  tithe  be  imposed,  which  takes  from  these  At  _ 
pieces  of  land  10,  9,  8,  7,  and  6  bushels  respectively,  the  fifth 
quality  still  being  the  one  which  regulates  the  price,  but 
returning  to  tlie  farmer,  atU-r  payment  of  tithe,  no  mor 
than  54  bushels : — 


The  land  / 

prwliicing  ( 

Tliat      i 

producing  ) 


100  busbcls  reduced  to  90, 


I  will  yield 
'  a  rent  of 


-M.or  SGbusbeb^ 


90 


81 


„  BI— M.or27       „ 

.*  80      It  11  V2  „  n-M,orl8       ., 

„  70      „  „  68  „  63-64,  or   9       „ 

and  that  prodncing  60  bushels,  reduced  to  54,  will  yield,  a»1 
before,  no  rent.     So  that  the  rent  of  tlic  first  quality  of  land 
has  lost  four  bushels ;  of  the  second,  three ;  of  the  third 
two  j  and  of  the  fourth,  one :  that  is,  each  has  lost  exactly 
one-tenth.     A  tax,  therefore,  of  a  fixed  proportion  of  the 
produce,  lowers,  in  the  same  proportion,  corn-rent. 

But  it  iH  only  corn-rent  that  ib  lowered,  and  not  rent  esti- 
mated in  money,  or  in  any  other  commodity.  For,  in  tlie 
saruo  ])roportion  ae  corn-rent  ie  reduced  in  quantity,  the  corn 
composing  it  is  raised  in  value.  TJndt?r  the  tithe,  54  bush- 
els will  be  worth  in  the  market  what  60  were  before ;  and 
nine-tcntliB  will  in  nil  oases  sell  for  as  much  as  the  whole 
ton-tenths  previously  sold  for.  Tlie  landlords  will  therefore 
be  compensated  in  value  and  price  for  what  they  lose  in  I 
quantity  ;  and  will  suffer  only  so  far  as  they  consimie  their 
rent  in  kind,  or,  after  receiving  it  in  money,  expend  it  in 
agricultural  produce  :  that  is,  they  only  sufi-er  as  consumers 
of  agric'idtural  produce,  and  in  ronnnon  with  all  tl^e  other 
consumers.  Considered  as  landlords,  they  have  the  same 
income  as  before  ;  the  tithe,  therefore, Tails  on  the  consumer, 
and  not  <ui  t!ie  landlord. 

Tlic  suinc  effect  would  be  produced  on  rent,  if  the  tasv 


instead  of  being  a  fixed  proporti 

fixed  sum  per  quarter  or  per  bushel.  A  tax  which  takes  a 
shilling  tor  every  bushel,  takes  more  shillings  from  one  field 
than  from  another,  just  in  proportion  as  it  produces  more 
bushels ;  and  operates  exactly  like  tithe,  except  that  tithe  is 
not  only  the  same  proportion  on  all  lands,  but  is  also  the  same 
proportion  at  all  times,  -while  a  fixed  sum  of  money  jxt 
bushel  will  amonnt  to  a  greater  or  less  proportion,  according 
as  corn  is  cheap  or  dear. 

There  are  other  modes  of  taxing  agriculture,  which  would 
affect  rent  dittcrently.  A  tax  proportioned  to  the  rent 
would  fall  wholly  on  the  rent,  and  would  not  at  all  raise  the 
price  of  corn,  which  is  regulated  by  the  portion  of  the  prod- 
uce that  pays  no  rent.  A  fixed  tax  of  so  much  per  culti- 
vated acre,  without  distinction  of  value,  would  have  effeeta 
directly  the  reverse.  Taking  no  more  from  the  best  quali- 
ties of  land  than  trom  tlie  worst,  it  would  leave  the  differ- 
ences the  same  as  before,  and  cousequeutly  the  same  corn- 
rents,  and  the  landlords  would  profit  to  the  full  extent  of 
the  rise  of  price.  To  put  the  thing  in  another  manner ; 
the  price  must  rise  sufficiently  to  enable  the  worst  land  to 
pay  the  tax :  thus  enabling  all  lands  which  produce  more 
than  the  worst,  to  ])ay  not  only  the  tax,  but  also  an  in- 
creased rent  to  the  landlords.  These,  however,  are  not  so 
much  taxes  on  the  produce  of  land,  as  taxes  on  the  land 
itself.  Taxes  on  the  produce,  properly  so  called,  whether 
fixed  or  ad  'caloretn^  do  not  affect  rent,  but  fall  on  the  con- 
sumer :  profits,  however,  generally  bearing  either  the  whole 
or  the  greatest  part  of  the  portion  which  is  levied  on  the 
consumption  of  the  labouring  clashes. 


§  4.  The  preceding  is,  I  apprehend,  a  correct  statement 
of  the  manner  in  which  taxes  on  agricultural  produce  oper- 
ate when  first  laid  on.  When,  however,  they  are  of  old 
standing,  their  effect  may  be  different,  as  was  first  pointed 
out,  1  believe,  by  Mr.  Senior.  It  is,  as  we  have  seen,  an 
almost  inralHble  consequence  of  any  reduction  of  profits  to 
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retm*<i  the  rate  of  accumulation.  Now  the  effect  of  accu- 
iinilation,  when  attended  by  its  usual  accompaniment,  an  in- 
crease of  pu})ulatioti,  is  to  increaije  the  value  aiid  price  of 
food,  to  raise  rent,  and  to  lower  profits  :  that  is,  to  do  pre- 
eisely  what  is  done  bj  a  tax  on' agricultural  i)roduce,  except 
that  this  does  not  raise  rent.  The  tax,  tlierefore,  merely 
anticipates  the  rise  of  price,  and  fall  of  profits,  which  would 
have  taken  place  ultimately  throngli  the  mere  progress  of 
aecumnlation  ;  while  it  at  the  same  time  prevents,  or  at  least 
retarijs,  that  progress.  If  the  rate  of  profit  was  such,  pre- 
vious to  the  imposition  of  a  tithe,  that  the  effect  of  the  tithe 
reduces  it  to  the  practical  minimum,  the  tithe  will  put  a 
stop  to  al!  further  accumulation,  or  cause  it  to  take  place 
out  of  the  country  ;  and  the  only  effect  which  the  tithe  will 
then  have  had  on  the  consumer,  is  to  malce  him  pay  earlier 
the  price  which  he  would  have  had  to  pay  somewhat  later — 
part  of  which,  indeed,  in  the  gradual  progress  of  wealth  and 
population,  he  would  liave  almost  immediately  begun  to 
pay.  After  a  lapse  of  time  which  would  have  admitted  of 
a  rise  of  one-tenth  from  the  natural  progress  of  wealth,  the 
consumer  will  be  paying  no  more  than  he  would  have  paid 
if  the  tithe  had  never  existed ;  he  will  have  ceased  to  pay 
any  portion  of  it,  and  the  person  who  will  really  pay  it  is 
the  landlord,  whom  it  deprives  of  the  increase  of  rent  which 
would  by  that  time  have  accrued  to  him.  At  every  suc- 
cessive point  in  this  interval  of  time,  less  of  the  burden 
will  rest  on  the  consumer,  and  more  of  it  on  the  landlord  : 
and  in  the  ultimate  result,  the  minimum  of  profits  will  be 
reached  with  a  smaller  capital  and  population,  and  a  lower 
rental,  than  if  the  course  of  things  had  not  been  disturbed 
by  the  imposition  of  the  tax.  If,  on  the  other  hand,  the  tithe 
or  other  tax  on  agricultural  produce  does  not  reduce  profits 
to  the  minimum,  but  to  something  above  the  minimura, 
accumulation  will  not  be  stopped,  but  only  slackened  :  and 
if  population  also  increases,  the  two-fold  increase  will  con- 
tinue to  produce-  its  effects — a  rise  of  the  price  of  com,  and 
an   incmtise   of  rent.    Tliese    consec^uences,  however,  will 
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not  take  place  with  the  same  rapidity  as  if  the  higher  rate 
of  protit  had  continued.  At  the  end  of  twenty  years  the 
country  will  have  a  smaller  jxjpulation  and  capital,  than, 
but  for  the  tax,  it  would  by  that  time  have  had  ;  the  knd- 
lords  will  have  a  smaller  rent ;  and  the  prioe  of  com  having 
inci-eufied  less  rapidly  than  it  would  otherwise  have  done. 
■will  not  be  so  much  as  a  tenth  higher  tliat  what,  if  there  had 
been  no  tax,  it  wonld  by  that  time  have  become.  A  part 
of  the  tax,  thei-efore,  will  already  have  ceased  to  fall  on  the 
cousumer>  and  devolved  upon  the  landloi*d  ;  and  the  pro- 
portion will  become  greater  and  greater  by  lapse  of  time, 

Mr.  Senior  illu&trates  this  view  of  the  subject  by  likening 
the  efl'ects  of  titbes,  or  other  taxes  on  agricultural  pi-oduee, 
to  those  of  natural  sterility  of  soil.  If  the  land  of  a  country 
without  access  to  foreign  supplies,  were  suddenly  smitten 
with  a  permanent  deterioration  of  quality,  to  an  extent 
whicrh  would  make  a  tenth  more  labour  ni?{u\ssary  to  raise 
the  existing  produce,  the  price  of  corn  would  undoubtedly 
rise  one-tentli.  But  it  cannot  hence  bo  inferred  tliat  if  the 
soil  of  the  country  had  from  the  beginning  been  one-tenth 
worse  tlian  it  is,  corn  would  at  present  have  been  one-tenth 
dearer  than  we  find  it.  It  is  far  more  probable,  that  the 
emaller  return  to  labour  and  capital,  ever  since  tlie  tirst 
settlement  of  the  country,  would  have  caused  in  each  suc- 
cessive generation  a  less  rapid  increase  than  has  taken  place  ; 
that  the  country  wouhl  now  have  contained  less  capital,  and 
maintained  a  smaller  popnJation,  so  that  notwithstanding  the 
inferiority  of  the  soil,  the  price  of  corn  wonld  not  have  been 
higher,  nor  profits  lower,  than  at  present ;  rent  alone  would 
certainly  have  been  lower.  We  may  suppose  two  islands, 
which,  being  alike  in  extent,  in  natural  fertility,  and  indus- 
trial advancement,  have  up  to  a  certain  time  been  e<jual  in 
population  and  capital,  and  have  had  equal  rentals,  and  the 
eame  price  of  com.  Let  us  imagine  a  tithe  imposed  in  one 
of  these  islands,  but  not  in  the  other.  There  will  be  imme- 
diately a  difference  in  the  jirice  of  corn,  and  therefore  ])rob- 
ably  in  profits.     While  i)rolitB  are  not  tending  downward* 
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in  either  country,  that  ia,  while  improvements  in  th«  pro- 
dnction  of  necessaries  folly  keep  pace  w\*h  the  merefltse  of 
populfttion,  tills  difference  of  prices  and  profits  between  the 
islands  may  eo!itinue.  But  if,  in  the  untithed  island,  cap- 
ital increaseti,  and  population  along  with  it,  more  than  enough 
to  wjunterbalance  any  improvementH  wliich  take  place,  the 
price  of  com  will  gradually  rise,  profits  will  fall,  and  rent  will 
increase ;  while  in  the  tithed  island  capital  and  population 
will  either  not  increase  (beyond  what  is  balanced  by  the 
improvements),  or  if  they  do,  will  increase  in  a  less  degree; 
*o  that  rent  and  the  price  of  com  will  either  not  rise  at  all, 
or  rise  more  slowly.  Rent,  therefore,  will  soon  be  higher  in 
the  untithed,  than  in  the  tithed  island,  and  profits  not  so 
much  higher  nor  com  bo  much  cheaper,  as  they  were  on  the 
first  imposition  of  the  tithe.  These  eftects  will  be  progressive. 
At  the  end  of  every  ten  yeare  there  will  be  a  greater  difier- 
encc  between  the  rentals  and  between  the  aggregate  wealth 
and  populatiim  (»f  the  two  islands,  and  a  less  difference  in 
profits  and  in  the  price  of  corn. 

At  what  point  will  these  last  differences  entirely  cease, 
and  the  temporary  effect  of  taxes  on  agricultural  produce,  in 
raising  the  price,  have  entirely  given  place  to  the  ultimate 
effect,  that  of  limiting  tiic  total  produce  of  the  country  ? 
Though  the  untithed  island  is  always  verging  towards  the 
point  at  which  the  price  of  food  would  overtake  that  in  the 
titlit^d  island,  its  progress  towards  that  jioint  naturally 
slackens  as  it  draws  nearer  to  attaining  it ;  since — the  differ- 
ence between  the  two  islands  in  the  rapidity  of  accumula- 
tion, depending  upon  the  difference  in  the  rates  of  profit — in 
proportion  as  these  a})proximate,  the  morement  which  draws 
them  closer  togetlier,  abates  of  its  force.  The  one  may  not 
actually  overtake  the  other,  until  both  islands  reach  the 
minimum  of  profits  :  up  to  that  point,  the  tithed  island  may 
continue  more  or  less  ahead  of  the  untithed  island  in  the 
price  of  corn  :  considerably  ahead  if  it  is  far  from  the  mini- 
mum, and  is  therefore  accumulating  rapidly  ;  very  little 
nbead  if  it  is  near  the  minunum,  and  accumulating 
ehn'Iy. 
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But  whatever  is  true  of  tlie  titlied  u»l  nutithed  islands, 
in  OUT  hypothetical  case,  is  true  of  &ny  country  having  a 
tithe,  compared  with  the  same  couutry  if  it  had  ue\~er 
had  a  tithe. 

In  England  the  great  emigration  of  capital,  and  the 
almost  periodical  occurrence  of  commercial  crises  through 
the  speculations  occasioned  by  the  habitually  low  rate  uf 
profit,  are  indications  that  profit  has  attained  tlie  practii.'al, 
though  nut  the  ultimate  tnirn'mTim..  and  that  all  the  ^vings 
which  take  place  (beyond  what  improvementjj,  tending  to 
the  cheaj»ening  of  necesearies,  miike  room  tor)  arc  either  *ent 
abroad  for  investment,  or  periodically  swept  away.  Tlicre 
can  therefore,  I  think,  be  little  doubt  that  if  England  had 
never  had  a  tithe,  or  any  tax  on  agriculturul  produce,  the 
price  of  com  would  have  been  by  this  time  aa  high,  and  the 
rate  of  profits  as  low,  as  at  present.  Independently  of  the 
more  rapid  accumulation  which  would  have  taken  place  if 
profits  had  not  been  prematurely  lowered  by  these  imposts  ; 
tJie  mere  saving  of  a  part  of  the  capital  which  has  been 
wasted  in  unsuccessful  speculations,  and  the  keeping  at  home 
a  part  of  that  which  has  been  sent  abroad,  would  have 
been  quite  huflicieut  to  produce  the  eifect.  I  think,  there- 
fore, with  Mr.  Senior,  that  the  tithe,  even  before  its  com- 
mutation, had  ceased  to  be  a  cause  of  high  prices  or  low 
profits,  and  had  become  a  mere  ileduction  fi-om  i-ent ;  its 
other  effects  being,  that  it  caused  the  countiy  to  have  no 
greater  capital,  no  larger  production,  and  no  more  numerous 
population  than  if  had  been  one-tenth  less  fertile  than  it  is; 
or  let  us  rather  say  one- twentieth,  (considering  how  great  a 
portion  of  the  land  of  Great  Britain  was  tithe-free.) 

But  though  tithes  and  other  taxes  on  agricultural  prod- 
uce, when  of  long  standing,  either  do  not  raise  the  price  of 
food  and  lower  profits  at  all,  or  if  at  all,  not  in  proportion  to 
the  tax ;  yet  the  abrogation  of  such  taxes,  when  they  exist, 
does  not  the  less  diminisl»  price,  and,  in  generHl,  raise  the 
rate  of  profit.  The  abolition  of  a  tithe  takes  one-tenth  from 
the  coat  of  production,  and  consequently  from  the  price,  of 
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all  agricultural  produce ;  and  nnlose  it  permanently  raises 
the  labourer's  requirements,  it  lowers  the  cost  of  labour,  and 
raises  profits.  Kent,  c&tiniated  in  money  or  in  commodities, 
generally  remains  as  before  ;  estimated  in  agricultural  prod- 
nee,  it  is  raised.  The  country  adds  as  much  by  the  repeal 
of  a  tithe,  to  the  margin  which  intervenes  between  it  and  the 
Btationory  state,  as  was  cut  off  from  that  margin  by  tlie  tithe 
when  first  imposed.  Accumulation  is  gi*eatly  accelerated ; 
and  if  jiopulation  also  increases,  the  price  of  corn  imme- 
diately begins  to  recover  itself,  and  rent  to  rise;  thus  grad- 
ually transferring  the  benefit  of  the  remission,  from  tlie 
consmner  to  tlie  landlord. 

Tlie  eflec'ta  which  thus  result  from  abolishing  tithe,  result 
equally  from  what  has  been  done  by  the  arrangemeutfl  under 
the  Comnmtatiou  Act  for  converting  it  into  a  rent  charge. 
When  the  tax,  instead  of  being  levied  on  the  whole  produce 
of  the  soil,  ifl  levied  only  from  the  portion  wliich  pay  rent, 
and  does  not  touch  any  fresh  extension  of  cultivation,  tlie 
tAx  no  longer  forms  any  part  of  the  cost  of  production  of 
the  portion  of  the  produce  which  regulates  the  price  of  all 
the  rost.  Tlie  land  or  capital  which  pays  no  rent,  can  now 
send  its  produce  to  market  one-tenth  cheaper.  Tlie  com- 
mutation of  tithe  ought  therefore  to  have  produced  a  con- 
siderable fall  ill  (he  average  price  of  corn.  If  it  had  not 
come  so  gradually  into  operation,  and  if  the  price  of  corn  had 
not  during  the  same  period  been  under  the  influence  of  sev- 
eral other  causes  of  change,  the  effect  would  probably  have 
been  markedly  conspicuous.  As  it  is,  there  can  be  no  doubt 
that  this  circumstance  has  had  its  eluire  in  the  fall  which  has 
taken  place  in  the  cost  of  production  and  in  the  price  of 
liome-gi'own  produce  ;  though  the  efiVcts  of  the  great  agricul- 
tural improvements  wliich  have  been  simultaneously  advan- 
cing, and  of  the  free  admission  of  agricultural  produce  from 
foreign  countries,  havo  masked  those  of  the  other  cause. 
This  fall  (jf  price  would  not  in  itself  have  any  tendeijcy 
injurious  to  the  landlord,  since  corn-rents  are  increased  in  the 
saJ22G  ratio  in  which  the  price  of  com  is  diminished.     But 
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neither  does  it  in  anv  way  tend  to  inpreafrC  his  income.  The 
rent-charge,  therefore,  which  is  substituted  for  tithe,  is  a 
dead  lo^  to  liim  at  the  expiration  of  existing  leases  :  and  the 
commntation  of  tithe  was  not  a  mere  alteration  in  the  mode 
in  which  the  landlord  bore  an  existing  burden,  but  tlie  im- 
position of  a  new  one  ;  relief  being  afforded  to  tlie  consumer 
at  the  expense  of  the  landlord,  who,  however,  begins  imme- 
diately' to  receive  progressive  indemnification  at  the  con- 
sumer's expense,  by  the  impulse  given  to  accumulation  and 
population. 

§  5.  "We  have  hitherto  inquired  into  the  effects  of  taxes 
on  commodities,  on  the  assumption  that  they  are  levied  im- 
partially on  every  motle  in  wliich  the  commodity  can  be 
■  produced  or  brought  to  market.  Another  class  of  considera- 
tions is  opened,  if  we  suppose  that  this  impartiality  is  not 
maintained,  and  that  the  tax  is  imposed,  not  on  the  com- 
modity, but  on  some  particular  mode  of  obtaining  it. 

Supi>ose  that  a  commodity  is  capable  of  being  made  by 
two  different  processes  ;  as  a  manufactured  comnuidity  may 
be  produced  either  by  band  or  by  steam-power ;  sugar  may 
be  made  either  from  the  sugar-cane  or  from  beet-root,  cattle 
fattened  either  on  hay  and  green  crops,  or  on  oil-cake  and 
the  refuse  of  breweries.  It  is  the  intei-est  of  the  community, 
that  of  the  two  methods,  producers  should  adopt  that  which 
produces  the  best  article  at  the  lowest  price.  Tliis  being 
also  the  interest  of  the  producers,  unless  protectetl  against 
competition,  and  shielded  from  the  penalties  of  indolence  ; 
the  process  most  advantageous  to  the  community  is  that 
■which,  if  not  interfered  witli  by  govcmraent,  they  ulti- 
mately find  it  to  their  advantage  to  adopt.  Suppose  how- 
ever that  a  tax  is  laid  on  one  of  the  processes,  and  no  tax  at 
all,  or  one  of  smaller  amount,  on  the  other.  If  the  taxed 
process  is  the  one  which  the  producers  would  not  have 
adopted,  the  measure  is  simply  nugatory.  But  if  the  tax 
falls,  as  it  is  of  course  intended  to  do,  upon  the  one  which 
they  would  have  adopted,  it  creates  an  artificial  motive  for 
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preferring  the  untaxed  process,  though  the  inferior  of  the 
two.  If,  therefore,  it  has  any  etfect  at  all,  it  causes  the 
commodity  to  be  produced  of  worse  quality,  or  at  a  greater 
expense  of  labour ;  it  (lauses  so  much  of  the  labour  of  the 
community  to  be  waiited,  and  the  capital  employed  in  sup- 
porting and  remunerating  that  labour  to  be  expended  ae 
uselessly,  as  if  it  were  spent  in  hiring  men  to  dig  holes  and 
fill  them  up  again.  This  waste  of  labour  and  capital  consti- 
tutes an  addition  to  the  cost  of  production  of  the  commod- 
ity, which  raises  its  value  and  price  in  a  corresponding  ratio, 
and  tlius  the  owners  of  the  capital  are  indemnified.  The 
lose  falls  on  the  consumers  ;  though  the  capital  of  the  coun- 
try is  also  eventually  diminished,  by  the  diminution  of  their 
means  of  saving,  and  in  some  degree,  of  their  inducements 
to  save. 

Tlie  kind  of  taXj  therefore,  which  comes  imder  the  general 
denomination  of  a  discriminating  duty,  transgresses  the  ml© 
that  taxes  should  take  as  little  as  possible  from  the  tax-payer 
beyond  what  they  bring  into  the  treasury  of  the  state.  A 
discriminating  duty  makes  the  consumer  pay  two  distinct 
taxes,  only  one  of  which  is  paid  to  the  government,  and 
that  frequently  the  less  onerous  of  the  two.  If  a  tax  were 
laid  on  sugar  produced  from  the  cane,  leaving  the  sugar 
from  beet-root  untaxed,  then  in  bo  far  as  cane  sugar  contin- 
ued to  be  used,  the  tax  on  it  would  be  paid  to  the  treasury, 
and  might  be  as  unobjectionable  ap  most  other  taxes ;  but 
if  cane  sugar,  having  previously  been  cheaper  than  beet-root 
sugar,  was  now  dearer,  and  beet-root  sugar  was  to  any  con- 
siderable ainount  substituted  for  it,  and  fields  laid  out  and 
manufactories  established  in  consequence,  tlie  government 
would  gain  no  revenue  from  the  beet-root  sugar,  while  the 
consumers  of  it  would  pay  a  real  tax.  They  would  pay  for 
beet-rout  sugar  more  than  they  had  previously  paid  for  cane 
Bugar,  and  the  diSerenee  M'ould  go  to  indemnify  producere 
for  a  portion  of  the  labour  of  the  country  ac.tually  thrown 
away,  in  producing  by  the  labour  of  (say)  three  hundred 
men,  what  could  be  obtained  by  the  other  process  with  the 
hbour  of  two  hundred. 
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One  of  tlie  eommoiiest  cases  of  discriminating  duties,  ia 
that  of  a  tax  on  the  importation  of  a  commodity  cajiable  of 
being  produced  at  liome,  unaccompanied  by  an  equivalent 
tax  on  tlie  home  produetion.  A  comnuMlity  is  never  perraa- 
■  nently  imported,  unless  it  can  be  obtained  from  abroad  at  a 
smaller  cost  of  labour  and  capital  on  the  whole,  than  is 
necessary  for  producing  it.  If,  thereibi*e,  by  a  duty  on  the 
importation,  it  is  rendered  cheaper  to  produce  the  article 
than  to  import  it,  an  extra  quantity  of  labour  and  capital  is 
expended,  without  any  extra  result.  The  labour  is  neeless, 
and  the  capital  is  spent  in  paying  people  for  laborionsly 
doing  notliing.  All  custom  duties  -ft-hich  operate  as  an 
encouragement  to  the  home  production  of  the  taxed  article, 
ai*e  thus  an  eminently  wastetul  mode  of  raising  a  revenue. 

Tills  character  belongs  in  a  peculiar  degree  to  custom 
duties  on  the  produce  of  land,  unless  countervailed  by  excise 
duties  on  the  home  production.  Such  taxes  bring  less  into 
the  public  trea-snry,  compared  with  what  they  take  from  the 
consumers,  than  any  other  imposts  to  which  civilized  na- 
tions are  usually  subject  If  the  wheat  produced  in  a  coun- 
try is  twenty  millions  of  quailei-s,  and  the  consumption 
twenty-one  millions,  a  million  being  annually  imported, 
and  if  on  this  million  a  duty  is  laid  which  raises  the  price 
ten  shillings  per  quarter,  the  price  which  is  raised  is  not 
that  of  the  million  only,  but  of  the  whole  twenty-one  mil- 
lions. Taking  the  most  favourable,  but  extremely  improba- 
ble supposition,  tliat  the  importation  is  not  at  all  checked, 
nor  the  home  production  enlarged,  the  state  gains  a  revenue 
of  only  half  a  million,  while  the  consumers  are  tAxed  ten 
millions  and  a  half :  the  ten  millions  being  a  contributiim 
to  the  home  growers,  who  are  forced  by  competition  to 
resign  it  all  to  the  landlords.  Tlie  consumer  thus  pays  to 
the  owners  of  land  an  additional  tax,  equal  to  twenty  times 
that  which  he  pays  to  the  state.  Let  us  now  suppose  that 
the  tax  really  checks  importation.  Suppose  importation 
stopped  altogether  in  ordinary  years ;  it  being  found  that 
the  million  of  quarters  can  be  obtained,  by  a  more  elaborate 
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cultivation,  or  by  breaking  up  inferior  land,  at  a  less  ad- 
vance than  ten  shillings  upon  the  previous  price — say,  for 
instance,  five  shillings  a  quarter.  The  revenue  now  obtains 
nothing,  except  from  tho  extraordinary  imports  which  may 
Lajipcn  to  take  place  in  a  season  of  scarcity.  But  the  con- 
sumers pay  every  year  a  tax  of  five  sliilliugs  on  the  whole 
twenty-one  millions  of  quarters,  amounting  to  5i  millions 
sterling.  Of  this  the  odd  250,000?.  goes  to  compensate  the 
growere  of  the  last  million  of  quarters  for  tho  laboui'  and 
capital  wasted  under  the  conipnlsion  of  the  law.  The 
remaining  five  millions  go  to  enrich  the  landlords  as  be- 
fore. 

Such  is  the  operation  of  what  are  technically  termed 
Corn  Laws,  when  first  laid  on  ;  and  such  continues  to  be 
their  operation,  so  long  as  they  have  any  effect  at  all  in 
raising  tlio  price  of  com.  But  I  am  by  no  means  of  opin- 
ion that  in  tlie  long  run  they  keep  up  either  prices  or  rents 
in  the  degree  which  these  considerations  might  lead  us  to 
suppose.  What  we  have  said  i-espectiug  the  effect  of  tithes 
and  other  taxes  on  agricultural  produce,  applies  in  a  gi^at 
degree  to  corn  laws :  they  anticipate  artificially  a  rise  of 
price  and  of  rent,  which  would  at  all  events  have  taken 
place  through  the  increase  of  population  and  of  production. 
The  difference  between  a  country  without  corn  laws,  and  a 
country  which  has  long  had  corn  laws,  is  not  so  much  that 
tlie  last  has  a  higher  price  or  a  larger  rental,  but  that  it  has 
the  same  price  and  the  same  rental  with  a  smaller  aggregate 
capital  and  a  smaller  population.  The  imposition  of  com 
laws  raises  rents,  but  retards  that  progress  of  accumulation 
wliieh  would  in  no  long  period  have  raised  them  fully  as 
much.  Tlie  repeal  of  corn  laws  tends  to  lower  rents,  but  it 
unchains  a  force  which,  in  a  progressive  state  of  capital  and 
population,  restores  and  evcu  increases  the  former  amount. 
There  is  every  reason  to  expect  that  under  the  virtually 
free  iniportation  of  agricultural  produce,  at  last  extorted 
from  tlie  ruling  powers  of  this  countn,^,  the  price  of  food, 
if  population  goes  on  increasing,  will  gradually  but  steadily 
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;  though  this  effoct  may  for  a  time  be  postponed  by  the 
strong  current  -which  in  this  country  has  set  in  (and  the  im- 
pulse is  extending  itself  to  other  countries)  towards  the 
improvement  of  agricultural  science,  and  its  increased 
application  to  practice. 

What  we  have  said  of  duties  on  importation  generally, 
is  equally  applicable  to  discriminating  duties  which  favour 
importation  from  one  place  or  in  one  particular  manner,  in 
contradistinction  to  others  ;  such  as  the  preference  given  to 
the  produce  of  a  colony,  or  of  a  country  with  wliich  there 
is  a  commercial  treaty ;  or  the  higher  duties  formerly  im- 
posed by  our  na\'igation  laws  on  goods  imported  in  other 
than  British  sliipping.  "Whatever  else  may  be  alleged  in 
favour  of  such  distinctions,  whenever  they  arc  not  nugatory, 
they  are  economically  wasteftil.  Tliey  induce  a  resort  to  a 
more  costly  mode  of  obtaining  a  commodity,  in  lieu  of  one 
less  costly,  a!id  thus  cause  a  portion  of  the  labour  which  the 
country  employs  in  j)roviding  itself  with  foreign  commodi- 
ties, to  be  sacrificed  without  return. 

§  6.  There  is  one  more  point,  relating  to  the  operation 
of  taxes  on  commodities  conveyed  from  one  country  to 
another,  wliich  retjuli-es  notice ;  the  influence  wliiuh  they 
exert  on  intej-natioual  exchanges.  Every  tax  on  a  commod- 
ity tends  to  raise  its  price,  and  consequently  to  lessen  the 
demand  for  it  in  the  market  in  which  it  is  sold.  All  taxes 
on  international  trade  tend,  therefore,  to  produce  a  disturb- 
ance and  a  re-adjuBtmeut  of  what  we  have  termed  the 
Equation  of  Internatioual  Demand.  Tliis  consideration 
leads  to  some  rather  curious  consequences,  which  have  been 
pointed  out  in  the  separate  essay  on  International  Com- 
merce already  several  times  refeired  to  in  this  treatise. 

Taxes  on  foreign  trade  arc  of  two  kinds — taxes  on  im- 
ports, and  on  exports.  On  the  first  aspect  of  tlie  matter  it 
would  seem  that  both  these  taxes  are  paid  by  the  consumers 
of  the  commodity  ;  that  taxes  on  exports  consequently  fall 
entirely  on  foreigners,  taxes  on  imports  wholly  on  the  home 
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consumer.  The  true  state  of  the  case,  however,  is  much 
more  complicated. 

"  By  taxing  exports,  wc  may,  in  certain  circumstances, 
produce  a  division  of  tlie'  advantage  of  the  trade  more 
favourablo  to  ourselves.  In  some  cases  we  may  draw  into 
our  coffers,  at  tlie  expense  of  foreigners,  not  only  tlie 
whole  tax,  but  more  than  the  tax ;  in  othur  cases,  we  ^ould 
gain  exactly  the  tax ;  iu  others,  less  than  the  tax.  In  this 
last  case,  a  part  of  the  tax  is  borne  by  ourselves ;  possibly 
the  whole,  possibly  even;  as  we  shall  show,  more  than  the 
whole." 

Koverting  to  the  supposititious  case  employed  in  the  Ea- 
say,  of  a  trade  between  Germany  and  Englainl  in  broad- 
cloth and  linen,  "  suppose  that  England  taxes  her  export 
of  cloth,  the  tax  not  being  supposed  high  enough  to  induce 
Germany  to  produce  cloth  for  herself.  The  price  at  which 
cloth  can  be  sold  in  Germany  is  augmented  by  the  tax. 
This  will  probably  diminish  the  quantity  consumed.  It 
may  diminish  it  so  much  that,  even  at  the  increased  price, 
there  will  not  bo  required  so  great  a  money  value  as  before. 
Or  it  may  not  diminish  it  at  all,  or  so  little,  that  in  conse- 
quence of  the  higher  price,  a  greater  money  value  will  be 
purchased  than  before.  In  this  last  case,  England  will  gain, 
at  the  expense  of  Germany,  not  only  the  whole  amount  of 
the  duty,  but  more  ;  for,  the  money  value  of  her  exports  to 
Germany  being  increased,  while  her  imports  remain  the 
same,  money  will  flow  into  England  from  Germany.  The 
price  of  cloth  will  rise  in  England,  and  consequently  in 
Germany  ;  but  tlie  price  of  linen  MiiU  fall  in  Germany, 
and  consequently  in  England.  We  shall  export  less  cloth, 
and  import  more  linen,  till  the  equilibrium  is  restored. 
It  thus  appears  (what  is  at  first  sight  somewlmt  remarkable) 
that  by  taxing  her  exports,  England  would,  in  some  con- 
ceivable circumstances,  not  only  gain  from  her  foreign  cus- 
tomers the  whole  amount  of  the  tax,  but  would  also  get  her 
imports  cheaper.  She  would  get  them  cheaper  in  two 
ways  ;  for  she  would  obtain  them  for  less  money,  and  would 
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liavo  more  money  to  purchase  tLem  with.  Germany,  on 
the  other  hand,  would  suffer  doubly :  she  would  have  to 
pay  for  her  cloth  a  price  increased  not  only  by  the  tluty, 
but  by  the  influx  of  money  into  England,  while  the  same 
change  in  the  distribution  of  the  ciix'ulating  medium  would 
leave  her  less  money  to  purchase  it  witli. 

I"  This  however,  ia  only  one  of  three  possible  cases.  If, 
after  the  inipositiou  of  the  duty,  Germany  requires  so  dimi- 
nished a  quantity  of  cloth,  that  its  t(»tal  value  is  exactly  Iho 
same  as  before,  the  balance  of  trade  would  be  undisturbed  ; 
England  will  gain  the  duty,  Germany  will  lose  it,  and  noth- 
ing more.  It,  again,  the  iuipositioii  of  the  duty  occasions 
such  a  falling  ofi'  in  the  demand  that  Germany  requires  a 
less  pecuniary  Viilue  than  before,  our  exports  will  no  longer 
pay  for  our  imports ;  money  must  pass  froui  England  into 
Germany ;  and  Germany's  share  of  the  advantage  of  the 
trade  will  be  increased.  By  the  change  in  the  distribution 
of  money,  cloth  will  fall  in  England  ;  and  therefore  it  will, 
of  course,  fall  in  Germany.  Thus  Germany  will  not  pay 
the  whole  of  the  tax.  From  the  same  cause,  linen  will  rise 
in  Germany,  and  consequently  in  England.  Wlien  this 
alteration  of  prices  has  so  adjusted  the  demand,  that  the 
cloth  and  the  Unen  again  pay  for  one  another,  the  re&uU  is 
that  Germany  has  paid  only  a  part  of  the  tax,  and  the  re- 
mainder of  what  has  been  received  into  our  treasury  has 
come  indirectly  out  of  the  pockets  of  our  own  consumers  of 
linen,  who  pay  a  higher  price  for  that  imported  commodity 
in  consequence  of  the  tax  on  our  exports,  while  at  the  game 
time  they,  in  consequence  of  the  efHux  of  money  and  the 
fall  of  ppicce,  have  smaller  money  incomes  wherewith  to 
pay  for  the  Uuon  at  I  hat  advanced  price. 

"  It  is  not  an  imjMissililc  supposition  that  by  taxing  our 
exports  we  might  not  only  gain  nothing  from  the  foreigner, 
the  tax  being  paid  out  of  our  own  pockets,  but  might  even 
compel  our  own  people  to  pay  a  second  tax  to  the  foreigner. 
Suppose,  as  before,  tliat  the  deinaiid  of  Germany  for  cloth 
falls  off  so  much  on  the  imposition  of  the  duty,  that  she 
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requires  a  smaller  money  value  than  before,  but  that  the 
case  is  so  different  with  linen  in  England,  that  when  the 
l)rice  rises  tlic  demand  either  does  not  fall  off  at  all,  or  so 
little  thai  the  money  value  required  is  greater  than  before. 
The  first  effect  of  laying  on  tJie  duty  is,  as  bel'ore,  that  the 
cloth  exported  will  no  longer  pay  for  the  linen  imported. 
Money  will  therefore  ilow  out  of  England  into  Germany. 
One  effect  is  to  raise  the  price  of  linen  in  Germany,  and 
consoqucntl}'  iu  England.  But  this,  by  the  siippositionj  in- 
stead of  8to[)ping  the  etflux  of  money,  only  makes  it  greater, 
becan&G  the  higlier  the  price,  the  greater  the  money  value 
of  the  linen  consumed.  The  balance,  therefore,  can  only  be 
restored  by  the  other  effect,  which  is  going  on  at  the  same 
time,  namely,  the  fall  of  clotli  in  the  English  and  couse- 
tiucntly  in  the  German  market.  Even  when  cloth  has 
fallen  so  low  that  its  price  with  the  duty  is  only  equal  to 
wliat  its  price  without  the  duty  was  at  first,  it  is  not  a 
necessary  consequence  that  the  tall  will  stop  ;  for  the  same 
amoimt  of  exportation  as  before  will  not  now  suffice  to  pay 
the  increased  money  value  of  the  imports ;  and  although 
the  German  consumers  have  now  not  oidy  cloth  at  the  old 
price,  hut  likewise  increased  money  incomes,  it  is  not  certain 
that  they  wiU  be  inclined  to  employ  the  increase  of  their 
incomes  in  increasing  their  purchases  of  cloth.  Tlie  price  of 
cloth,  therefore,  must  perhaps  fall,  to  restore  the  equilibrium! 
more  than  the  whole  amount  of  the  duty  ;  Germany  may 
be  enabled  to  import  cloth  at  a  lower  price  when  it  is  taxed, 
than  when  it  was  untaxed  :  and  this  gain  she  will  acquire 
at  the  expense  of  the  English  consnniers  of  linen,  who,  in 
addition,  will  he  the  real  payers  of  the  whole  of  what  is 
received  at  their  own  custom-house  under  the  name  of 
duties  on  the  export  of  cloth." 

It  is  almost  unnecessary  to  remark  that  cloth  and  linen 
are  here  merely  representatives  of  exports  and  imports 
in  general ;  and  that  the  effect  which  a  tax  on  expfirls 
might  have  in  increasing  tlie  cost  of  imports,  would  affect 
the  imports  from  al\  cowntnea,  and  not   peculiarly  the 
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article*  wliioli  miglit  he  imported  from  the  particular  coun- 
try to  which  the  taxed  exports  were  sent. 

"  Sueh  are  the  extremely  various  effects  which  may 
result  to  ourselves  and  to  our  customers  from  the  imposition 
of  taxes  ou  our  exports  ;  and  the  determming  circumstan- 
ces are  of  a  nature  so  imperfectly  ascertainable,  that  it  must 
be  alniost  impossible  to  deci<le  with  any  certainty,  even 
after  the  tax  has  been  iniiK^sed,  whether  we  have  been 
njainers  by  it  or  losers.'*  In  general  liowever  there  could  be 
little  doubt  that  a  country  which  imposed  such  taxes  would 
succeed  in  making  ibroigti  countries  contribute  souiothing 
to  its  revenue ;  but  unlese  the  taxed  article  be  one  for 
whicli  their  demand  is  extremely  urgent,  they  will  seldom 
pay  the  whole  of  the  amount  whicli  the  tax  brings  in.* 
*'  In  any  case,  whatever  we  gain  is  lost  by  somebody  else, 
and  there  Is  the  expense  of  tlie  collection  besides  :  if  inter- 
national morality,  therefore,  were  rightly  understood  and 
acted  upon,  sueh  taxes,  as  being  contrary  to  the  universal 
weal,  would  not  exist." 

Thus  far  of  duties  on  exports.  We  now  proceed  to  the 
more  ordinary  case  of  duties  on  impoi-ts.  "  We  have  had 
an  example  of  a  tax  on  exports,  that  is  on  forei^ers,  fall- 
ing in  part  on  ourselves.  We  shall  therefore  not  be  sur- 
prised if  we  find  a  tax  on  imports,  that  is,  ou  ourselves, 
partly  fulling  upon  foreij^ers. 

"  Instead  of  taxing  the  cloth  which  we  export.,  suppose 
that  we  tax  the  linen  which  we  import.  The  duty  which 
we  are  now  supposing  must  not  be  what  is  termed  a  pro- 
tecting duty,  that  is,  a  duty  sufficiently  high  to  induce  us 
to  produce  the  article  at  home.  If  it  had  this  effect,  it 
would  destroy  entirely  the  trade  both  in  cloth  and  in  linen, 
and  both  countries  would  lose  the  whole  of  the  advantage 


•  Probaljly  tbe  slroiifjcst  Iriiown  instance  of  n  large  revenue  raiaed  from  for- 
«ignerf*  by  a  tax  on  export?,  iis  (he  opitim  trade  with  Chinn.  Tbe  higli  pHce  of 
the  article  uni!>er  the  Govcmmfut  tuQUupuly  (which  is  equivalent  to  b  bigb  ex- 
port duty)  has  ao  little  effect  in  dliwouragmg  Its  eonsumption,  that  it  u  said  to 
btre  beeu  occaaiODolly  sold  m  Cbin&  for  oa  much  uh  it^  weight  in  stiver. 
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which  they  previously  gaiued  by  excliansjing  those  com- 
modities with  one  another.  We  Biippotie  a  duty  w!iieh 
mif^ht  diminish  the  consumption  of  the  article,  but  which 
■wonld  not  prevent  us  from  continuing  to  import,  as  before, 
whatever  linen  we  did  consume. 

"  Tlie  eqnilil>riura  of  trade  would  be  disturbed  if  the  lui- 
]K>sition  of  thu  tax  diininiskedj  in  the  slightest  degree,  the 
quantity  of  linen  conBunied.  For,  as  the  tax  is  levied  at 
our  own  custom-house,  the  German  exporter  only  receives 
the  same  price  as  formerly,  tiiough  tlie  English  consumer 
pays  a  higher  one.  If,  therefore,  there  be  any  diminution 
of  the  quantity  bought,  although  a  larger  sum  of  money 
may  be  actually  laid  out  in  the  article,  a  smaller  one  will  be 
due  from  England  to  Germany  :  this  sum  will  no  longer  be 
an  equivalent  for  the  sum  due  from  Germany  to  England 
for  clothj  the  balance  therefore  nmst  be  paid  in  money. 
prices  will  fall  in  Germany  and  rise  in  England ;  linen  will 
fall  in  the  German  market;  cloth  will  rise  in  the  English. 
Tlie  Germans  will  pay  a  higher  price  for  cloth,  and  will 
have  smaller  money  incomes  to  buy  it  with ;  while  tlie 
English  will  obtain  linen  cheaper,  that  is,  its  price  will  ex- 
ceed what  it  previously  was  by  less  thun  the  amount  of  the 
duty,  while  their  means  of  purchasing  it  will  he  increased 
by  the  increase  of  their  money  incomes. 

"  If  tlie  imposition  of  the  tax  does  not  diminish  the  de- 
mand, it  will  leave  the  trade  exactly  as  it  was  before.  We 
shall  import  as  jnnch,  and  export  as  much;  the  whole  of 
the  tax  will  be  paid  out  of  om*  own  pockets. 

"  But  the  imposition  of  a  tax  on  a  commodity  almost 
always  diminishes  the  demand  more  or  less;  and  it  can 
never,  or  scarcely  ever,  increase  the  demand.  It  may, 
therefore,  be  laid  down  as  a  principle,  that  a  tax  on  import- 
ed commodities,  when  it  really  operates  as  a  tax,  and  not 
as  a  prohibition  either  total  or  partial,  almost  always  falls, 
in  part  upon  the  foreigners  who  consume  our  goods  ;  and 
that  this  is  a  mode  in  which  a  nation  may  appropriate  to 
j'tself,  nt  the  expense  of  foreigners,   a  larger  share  than 
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would  otherwise  belong  to  it  of  the  increase  in  the  general 
productiveness  of  the  lahour  and  capital  of  the  world, 
which  resoltfi  from  the  iiitercliaiige  of  commodities  among 
nations." 

Those  are,  therefore,  in  the  right  who  maintain  that 
taxes  on  imports  arc  partly  paid  by  Ibreigncrs ;  but  they 
are  mistaken  when  they  say,  tliat  it  is  by  the  foreign  pro- 
ducer. It  is  not  on  the  person  from  whom  we  buy,  but  on 
all  those  who  buy  trom  us,  that  a  portion  of  our  custom 
duties  spontaneously  falls.  It  is  the  foreign  consumer  of 
our  exported  commodities,  who  is  obliged  to  pay  a  higher 
price  for  them  because  we  maintain  revenue  duties  on 
foreign  goods. 

Tliere  are  but  two  eases  iu  which  duties  on  commodities 
can  in  any  degree,  or  in  any  maiiner,  fall  on  the  prixlucer. 
One  is,  wheu  the  article  is  a  strict  monopoly,  and  at  a  scar- 
city price.  The  price  in  thia  case  beiug  only  limited  by  the 
desires  of  the  buyer ;  the  sum  obtained  for  the  restricted 
supply  being  the  utmost  which  the  buyers  would  consent  to 
give  rather  than  go  without  it ;  if  the  treasury  intercepts  & 
part  of  this,  the  price  cannot  be  further  raised  to  coin]>ensate 
for  the  tax,  and  it  nmet  be  paid  from  the  mono]>i>ly  pi*otit6. 
A  tax  on  rare  and  high  priced  wines  will  fall  wholly  on  tlie 
growers,  or  rather,  on  the  ownere  of  the  vincvards.  The 
second  case  in  which  the  producer  sonietimes  bears  a  por- 
tion of  the  tax,  is  more  important :  the  case  of  duties  on  the 
produce  of  land  or  of  miners.  Tliese  might  be  so  high  as  to 
diminish  niatcrially  the  dcmanil  for  the  jirodnce,  and  com- 
pel the  abandonment  of  some  of  the  inferior  qualities  of  land 
or  mines.  Supposing  tins  to  be  t!ie  effect,  the  consumers, 
both  in  the  country  itself  and  in  those  which  dealt  with  it, 
would  obtain  the  produce  at  stualler  exist ;  and  a  jiart  only, 
instead  of  the  whole,  of  the  duty  would  fall  on  the  ]mrcha3- 
er,  who  would  be  indemnified  chiefly  at  the  expense  of  the 
landowners  or  mine-owners  in  the  producing  counti^. 

Duties  on  importation  may,  then,  be  divided  '*  into  two 

classes :  those  which  have  the  effect  of  encouraging  some  ■ 
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particular  branch  of  domestic  industry,  and  those  which 
Lave  not.  The  former  are  purely  mischievouB,  both  to  the 
country  im]x>8ing  them,  and  to  tbo&e  with  whom  it  trades. 
They  prevent  a  saving  of  labour  and  capital,  wliich,  if  per- 
mitted to  be  made,  would  be  divided  in  some  proportion  or 
other  between  the  importing;  country  and  the  countries 
which  buy  what  that  (tountry  dot^s  or  might  export. 

"  The  other  elaae  of  duties  are  those  which  do  not 
encourage  one  mode  of  procuring  an  article  at  the  expense 
of  aiiothei*,  but  allow  intercliaiige  to  take  ]>Iace  just  as  if  the 
duty  did  not  exist,  and  to  produce  the  saving  of  labour 
which  constitutes  the  motive  to  international,  as  to  all  other 
commerce.  Of  this  kind  are  duties  on  the  importation  of 
any  commodity  which  could  not  by  any  possibility  be  pro- 
duced at  home  ;  and  duties  not  sufficiently  high  to  counter- 
balance the  differenceofexjtenso  between  the  production  of 
the  article  at  home  and  its  importation.  Of  the  money 
wiiich  is  brought  into  the  treasury  of  any  country  by  taxes 
of  this  last  description,  a  part  only  is  paid  by  the  people 
-of  that  conntry ;  the  remainder  by  the  foreign  consumers 
•of  their  goods. 

"  Nevertheless,  this  latter  kind  of  taxes  are  in  principle 
as  ineligible  as  the  former,  though  not  precisely  on  the  same 
ground.  A  protecting  duty  can  never  be  a  cause  of  gain, 
but  always  and  necesi^arily  of  loss,  to  tlie  country  imposing 
it,  just  so  far  as  it  is  efficacious  to  its  end.  A  non-protecting 
dnty,  on  the  contrary,  would  in  most  eases  be  a  source  of 
gain  to  the  country  imposing  it,  in  so  far  as  throwing  part 
of  the  weight  of  its  taxes  upon  otJier  peo])le  is  a  gain  ;  but 
it  would  be  a  means  which  it  could  seldom  be  advisable  to 
ado]it,  being  so  easily  coimteracted  by  a  precisely  similar 
proceeding  on  the  other  side. 

"  If  England,  in  the  case  ah-eady  Bupi)osed,  sought  to 

obtain  for  herself  more  than  her  natural  share  of  the  a*lvan- 

tagc  of  the  trade  with  Germany,  by  imposing  a  duty  upon 

linen,  Germany  would  only  have  to  impose  a  duty  npou 

doth,  sufficient  to  dimimaU  the  demand  for  that  article 
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about  as  much  as  the  demand  for  linen  liad  been  diminished 

»in  England  bv  the  tax.  Things  would  then  be  as  before, 
and  each  country  would  pay  ite  own  tax.  Unless,  indeed, 
the  sum  of  the  two  duties  exceeded  the  entire  advantage  of 

I  the  trade ;  for  in  that  case  the  trade,  and  its  advantage, 
would  cease  entirely. 
"  There  would  be  no  advantage,  therefore,  in  imposing 
daties  of  this  kind,  with  a  view  to  gain  by  them  in  the  man- 
ner which  iias  been  pointed  out.  But  wlien  any  part  of  the 
revenue  is  derived  from  taxes  on  cominottltios,  these  may 
often  be  as  little  objectionable  as  the  rest.  It  is  evident, 
too,  that  considerations  of  reciprocity,  which  are  quite 
L  unessentiid  when  the  matter  in  debate  is  a  protecting  duty, 
■  are  of  material  importance  when  the  repeal  of  duties  of  tliis 
other  description  is  discu^ed.     A  country  camiot  beexpect- 

Ied  to  renounce  the  power  of  taxing  foreigners,  unless  for- 
eigners will  in  return  practise  towards  itself  the  same  for- 
bearance. The  only  mode  in  whi(;h  a  country  can  save 
itself  from  being  a  loser  by  the  revenue  duties  imposed  by 
other  countries  on  its  commodities,  is  to  impose  correspinul- 
ing  revenue  duties  on  theirs.  Only  it  must  take  caru  that 
those  duties  be  not  so  high  as  to  exceed  all  tliat  remains 
of  the  advantage  of  the  trade,  and  put  an  end  to  impor- 
tation altogether,  causing  the  article  to  be  either  pro- 
duced at  home,  or  imported  from  another  and  a  dearer 
market." 


CHAPTER  V. 


OF    SOKE    OTHEE    TAXES. 


§  1.    Besides  direct  taxes  on  income,  and  taxes  on  eon- 

STimption,  tbe  financial  systems  of  moat  countries  comprise 
a  variety  of  nnseellaneone  imposts,  not  strictly  included  in 
either  class.  The  modern  European  systems  retain  many 
such  taxes,  though  in  much  less  number  and  variety  than 
those  semi-barbarous  governments  which  European  influence 
has  not  yet  reached.  In  some  of  these,  scarcely  any  inci- 
dent of  life  has  escaped  being  made  an  excuse  for  some 
fiscal  exaction  ;  hardly  any  act,  not  belonging  to  daily  rou- 
tine, can  be  performed  by  any  one,  ■without  obtaining  leave 
from  some  agent  of  government,  which  is  only  granted  in 
consideratiou  of  a  payment :  especially  when  the  act  re- 
quires the  aid  or  the  peculiar  guarantee  of  a  public  author- 
ity. In  the  present  treatise  we  may  confine  our  attention 
to  such  taxes  as  lately  existed,  or  still  exist,  in  couutriea 
usually  classed  as  civilized. 

In  almost  all  nations  a  considerable  revenue  is  drawn 
from  taxes  on  contracts.  These  are  imposed  in  various 
foi-ms.  One  expedient  is  that  of  taxing  the  legal  instrument 
which  serves  as  evidence  of  the  contract,  and  which  is  com- 
monly the  only  evidence  legally  admissible.  In  England, 
scarcely  any  contract  is  birifling  unless  executed  on  stamped 
paper,  which  has  paid  a  tax  to  government ;  and  until  very 
lately,  when  the  contract  related  to  property  the  tux  was 
proportionally  much  heavier  on  the  smaller  than  on  the 
Jarger  transactions;  which  is  still  true  of  some  of  those 
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taxes.  There  are  also  stamp  duties  on  the  legal  instruments 
■which  are  eWdence  of  the  fulfilment  of  contracts  ;  such  aa 
acknowledgments  of  re<'eij)t  and  deeds  of  release.  Taxes 
on  contracts  are  not  always  levied  by  means  of  stamps. 
The  duty  on  sales  bv  auction,  abrogated  by  Sir  Robert 
Peel,  was  an  instance  in  point.  The  taxes  on  transfers  of 
landed  property',  in  France,  ai"e  another :  in  England  tliese 
are  stamp-duties.  In  some  countries  contracts  of  many 
tinds  are  not  valid  unless  registered,  and  their  registration 
is  made  an  occasion  for  a  tax. 

Of  taxes  on  contracts,  the  most  important  are  those  on  tlie 
transfer  of  property  ;  chiefly  on  jiurchases  and  sales.  Taxes 
on  the  sale  of  consumable  commodities  are  simply  taxes  on 
those  commodities.  If  they  affect  only  some  particular  com- 
modities, they  raise  the  priceft  of  those  commodities,  and  are 
paid  by  the  consumer.  If  the  attempt  were  made  to  tax  all 
purchases  and  sales,  which,  however  absurd,  was  for  centuries 
the  law  of  Spain,  the  tax,  if  it  could  be  enforced,  would  be 
equivalent  to  a  tax  on  aU  commodities,  and  would  not  affect 
prices :  if  levied  from  the  sellers,  it  would  be  a  tax  on  profits, 
if  from  the  buyers,  a  tax  on  consumption;  and  neither  class 
could  throw  the  burthen  upon  the  other.  K  confined  to 
some  one  mode  of  sale,  as  for  example  liy  auction,  it  dis- 
courages recourse  to  that  mode,  and  if  of  any  material 
amount,  prevents  it  from  being  adopted  at  all,  unless  in  a 
case  of  emergency ;  in  wliich  case  a*  the  seller  is  under  a 
necessity  to  sell,  but  tlie  buyer  under  no  necessity  to  buy, 
the  tax  falls  on  the  seller ;  and  this  was  the  strongest  of  tlio 
objecrtions  to  the  auction  duty :  it  almost  always  fell  on  a 
necessitous  person,  and  in  the  crisis  of  his  necessities. 

Taxes  on  the  purchase  and  sale  of  land  ai*e,  in  most 
countries,  liable  to  the  same  objection.  Landed  property 
in  old  countries  is  seldom  parted  with,  except  from  reduced 
circumstances,  or  some  urgent  need  :  the  gellur  tliorefore, 
must  take  what  ho  can  get,  while  the  buyer,  whose  object 
is  an  investment,  makes  his  calculations  on  the  interest 
which  he  can  obtain  for  his  money  in  other  ways,  and  will 
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not  buy  if  be  is  cLarged  witli  a  government  tax  on  tbe  transac- 
tio!i.  It  bag  jiidtietl  been  objeete*!,  that  this  argument  would 
not  apply  if  all  modes  of  pei-raaneut  investment,  sueh  as  the 
purchase  of  government  securities,  shares  in  joint-stock 
companies,  mortgages  and  the  like,  were  subject  to  the 
eainc  tax.  But  even  then,  if  paid  by  the  buyer,  it  would 
be  equivalent  to  a  tax  on  interest :  if  sufficiently  lieavy  to 
be  of  any  importance,  it  would  disturb  the  estahlisbed  relation 
between  interest  and  protit ;  and  tlie  disturbance  would 
redress  itself  by  a  rise  in  the  rate  of  interest,  and  a  fall  of 
the  price  of  land  and  of  all  securities.  It  appears  to  me, 
therefore,  that  tbe  seller  is  the  person  by  whom  such  taxefl^ 
unless  under  peculiar  circumstances,  will  always  be  borne. 

All  taxes  must  be  condemned  which  throw  obstacles  in 
the  way  of  tbe  sale  of  land,  or  other  instruments  of  produc- 
tion. Such  sales  tend  naturally  to  render  the  property 
more  productive.  The  seller,  whether  moved  by  necessity 
or  choice,  is  probably  some  one  who  is  either  witliout  the 
means,  or  without  tbe  capacity,  to  make  the  most  advanta- 
geous nse  of  tbe  property  for  productive  purposes;  while 
the  buyer,  on  the  other  hand,  is  at  any  rate  not  needy,  and 
is  frequently  both  inclined  and  able  to  improve  the  property, 
since,  as  it  is  worth  more  to  such  a  person  than  to  any  other, 
he  ia  likely  to  offer  the  highest  price  for  it.  All  taxes, 
therefore,  and  all  difficulties  and  expenses,  annexed  to 
such  contracts,  are  decidedly  detrimental ;  especially  in  the 
case  of  land,  the  source  of  subsistence,  and  the  original 
foundation  of  all  wealth,  on  the  improvement  of  which, 
therefore,  eo  much  depends.  Too  great  facilities  cannot 
be  given  to  enable  land  to  pass  into  the  bands,  and  assume 
the  modes  of  aggregation  or  division,  most  conducive  to  its 
productiveness.  If  landed  properties  are  too  large,  alienation 
should  be  free,  in  order  that  they  may  be  subdivided;  if  too 
small,  in  order  that  they  may  he  united.  All  t-axes  on  the 
transfer  of  landed  property  should  be  abolished ;  but,  as  the 
landlords  have  no  claim  to  be  relieved  from  any  reservation 
which  the  state  has  hitherto  made  in  its  own  favour  ti*om  the 


MISC£LLA\EOrS  TAX£3. 


468 


amount  of  their  rent,  an  annual  impost  equivalent  to  the 
average  produce  of  therie  taxes  should  be  distributed  over  the 
land  generally,  in  the  form  of  a  land-tax. 

Surae  of  the  taxes  on  contracts  are  very  pernicious,  im- 
posing a  virtual  penalty  upon  transactioug  which  it  ought 
to  be  the  policy  of  the  legislator  to  encourage.  Of  this 
sort  is  the  stamp  duty  ou  leasei*,  which  in  a  country  of 
large  properties  are  an  essential  condition  of  good  agricul- 
ture ;  and  tJie  tax  on  insurances  a  direct  discouragement 
to  prudence  and  forethought.  lu  the  case  of  fire  insurances, 
the  tax  is  exactly  double  the  amount  of  the  premium  of 
insurance  on  common  risks ;  so  that  the  person  insuring  is 
obliged  by  the  government  to  pay  tV>r  the  insurance  just 
three  times  the  value  of  the  risk.  If  this  tax  existed  in 
France,  we  should  not  see,  aa  we  do  in  some  of  her  prov- 
inces, the  plate  of  an  insurance  company  on  almost  every 
cottage  or  hovel.  This,  indeed,  must  be  ascribed  to  the 
provident  aud  calculating  habits  produced  by  the  dissemi- 
nation of  property  through  the  labouring  class  :  but  a  tax  of 
80  extravagant  an  amount  would  be  a  heavy  drag  upon  any 
habits  of  providence. 

§  2.     Nearly  allied  to  the  taxes  on  contracts  are  those 

on  communication.     Tlie  principal  of  these  is  tiie  postage 

tax ;  to  which  may  be  added  taxes  on  advertisements,  and 

e  on  newspaperSj  which  arc  taxes  on  the  communication  of 

information. 

The  common  mode  of  levying  a  tax  on  the  conveyance 
of  lettei*s,  is  by  making  the  government  the  sole  authorized 
carrier  of  them,  and  demanding  a  monopoly  price.  "When 
this  price  is  so  moderate  as  it  is  in  this  country  under  the 
unifonn  penny  postage,  scai'cely  if  at  all  exceeding  what 
would  be  charged  under  the  freest  competition  by  any  pri- 
vate company,  it  can  hardly  be  considered  as  taxation,  hut 
rather  as  the  profits  of  a  business  ;  whatever  excess  there  is 
above  the  ordinary  profits  of  stock  being  a  fair  result  of  the 
saving  of  expense,  caused  by  having  only  one  establishment 
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and  one  set  of  arrangements  for  the  whole  country,  instead 
of  many  competing  ones.  T\w.  bnsiness,  too,  being  one 
which  both  can  and  ought  to  be  conducted  on  fixed  rules,  is 
one  of  the  few  businesses  which  it  ig  not  unsuitable  to  a 
government  to  conduct.  The  post  office,  tlierefore,  is  at 
present  one  of  the  best  of  the  sources  from  which  this  coun- 
try derives  its  revenue.  But  a  postage  much  exceeding 
wliat  would  be  paid  for  the  same  service  in  a  system  of 
freedom,  is  not  a  defiirable  tax.  Its  chief  weight  falls  on 
lottere  of  business,  and  increases  tite  expense  of  mercantile 
relations  between  distant  places.  It  is  like  an  attempt  to 
raise  a  lar^e  revenue  by  heavy  tolls ;  it  obstnicts  all  opera- 
tions by  which  goods  ai-e  conveyed  from  place  to  place,  and 
discourages  the  production  of  commodities  in  one  place  for 
consumption  in  another ;  which  is  not  only  in  itself  one  of 
the  greatest  sources  of  economy  of  labour,  but  is  a  necossarv 
condition  of  almost  all  imi^rovementa  in  prodnotiou  and  one 
of  the  strongest  stimulants  to  industry  and  promoters  of 
civilization. 

A  tax  on  advertisements  is  not  free  from  the  same  objec- 
tion, since  in  whatever  degree  advertisements  are  useful  to 
business,  by  facilitating  the  coming  together  of  the  dealer  or 
producer  and  the  consumer,  in  that  same  degree,  if  the  tax 
be  high  enough  to  be  a  serious  discouragement  to  advertis- 
ing, it  prolongs  the  period  during  which  goods  remain 
unsold,  and  capital  locked  up  in  idleness. 

A  tax  on  newspapers  ia  objectionable,  not  so  much 
where  it  does  fall  as  where  it  does  not,  that  is,  where  it 
prevents  newspapei-s  from  being  used.  To  the  generality 
of  those  who  buy  them,  newspapers  are  a  luxury  which 
tliey  can  as  well  afford  to  pay  for  as  any  other  indulgence, 
and  which  is  as  unexceptionable  a  source  of  revenue.  But 
to  that  large  part  of  the  community  who  have  been  taught 
to  read,  but  have  received  little  other  intellectual  education, 
newspapers  are  the  source  of  nearly  all  the  general  informa- 
tion which  they  possess,  and  of  nearly  all  their  acquaintance 
with  the  ideas  and  topics  current  among  mankind  ;  and  an 
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interest  is  moi-e  easily  excited  in  newspapers,  than  in  books 
01'  other  more  recondite  sources  of  instruction.  Kews- 
papers  contribute  so  little,  in  a  direct  way,  to  tlie  origina- 

»tion  of  useful  ideas,  tliat  many  persons  undervalue  the 
importance  of  their  office  in  dis&emixmting  them.  They 
correct  many  prejudices  and  superBtitions,  and  keep  up  a 
habit  of  discussion,  and  interest  in  public  concerns,  the 
absence  of  which  is  a  great  cause  of  the  stagnation  of  mind 
usually  found  in  the  lower  and  middle,  if  not  in  all,  ranks, 
of  those  countries  where  newspapers  of  an  important  or 
interesting  character  do  not  exist.  There  ought  to  be  no 
taxes  which  render  this  great  diffuser  of  information,  of 
mental  excitement,  and  mental  exercise,  less  accessible  to 
that  portion  of  the  public  which  most  needs  to  be  carried 
into  a  region  of  ideas  and  interest  beyond  its  own  limited 
horizon. 


§  3.  In  the  enumeration  of  bad  taxes,  a  conspicuous 
place  must  be  assigned  to  law  taxes ;  which  extract  a 
revenue  for  the  state  from  the  various  operations  involved 
in  an  application  to  the  tribunals.  Like  all  needless  expenses 
attached  to  law  proceedings,  tliey  are  a  tax  on  redress,  and 
therefore  a  premium  on  injm-y.  Although  such  taxes  have 
been  abolished  in  this  country  as  a  general  source  of  reve- 
nue, they  still  exist  in  the  form  of  fees  of  court,  for  defray- 
ing the  expense  of  the  courts  uf  justice ;  uuder  the  idea, 
apparently,  that  those  may  fairly  be  required  to  bear  the 
expenses  of  the  administration  of  justice,  who  reap  the 
benefit  of  it.  Tlie  fallacy  of  this  doctrine  was  powerfully 
exposed  by  Bentham.  As  he  remarke<l,  those  who  are 
under  the  necessity  of  going  to  law,  arc  those  who  benefit 
least,  not  most,  by  the  law  and  its  administration.  To 
them  the  protection  which  the  law  affords  has  not  been 
complete,  since  they  have  been  obUged  to  resort  to  a  court 
of  justice  to  ascertain  their  rights,  or  maintain  those  rights 
against  infringement :  while  the  remainder  of  the  public 
have  enjoyed  the  immunity  from  injury  conferred  by  the 
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law  and   the  tribunals,  without  the  inconvenience  of  an 
appeal  to  them. 

§  4.  Besides  the  general  taxes  of  the  State,  there  are  in 
all  or  most  countries  local  taxes,  to  defray  any  expenses  of 
a  public  nature  which  it  is  thought  best  to  place  under  the 
control  or  management  of  a  local  authority.  Some  of  these 
expenses  are  incurred  for  purposes  in  wliich  the  particular 
locality  is  solely  or  chiefly  interested ;  as  the  paving,  cleans- 
ing, and  lighting  of  the  streets  ;  or  the  making  and  repair- 
ing of  roada  and  bridges,  which  may  bo  important  to  people 
from  any  part  of  the  country,  but  only  in  so  far  as  they,  or 
goods  in  wliieh  they  have  an  Interest,  pass  along  the  roads 
or  over  the  bridges.  In  other  cases  again,  the  expenses  are 
of  a  kind  as  nationally  important  as  any  others,  but  are 
defrayed  locally  because  supposed  more  likely  to  be  well 
administered  by  local  bodies;  as,  in  England,  tlie  relief  of 
the  poor  and  the  support  of  gaols,  and  in  some  other  conn- 
tries,  of  schools.  To  decide  for  what  public  objects  local 
superintendence  is  best  suited,  and  what  are  those  which 
should  be  kept  immediately  under  the  central  government, 
or  under  a  mixed  system  of  local  management  and  central 
superintendence,  is  a  question  not  of  political  economy,  but  of 
administration.  It  is  an  important  principle,  however,  that 
taxes  imposed  by  a  local  authority,  being  lees  amenable  to 
publicity  and  discussion  than  the  acts  of  the  government, 
should  always  be  special — laid  on  for  some  definite  service, 
and  not  exceeding  the  expense  actually  incnrred  in  render- 
ing the  service.  Thus  limited,  it  is  desirable,  whenever 
practicable,  that  the  burden  should  fall  on  those  to  whom 
the  service  is  rendered ;  that  the  expense,  for  instance,  of 
roads  and  bridges,  should  be  defrayed  by  a  toll  on  passengers 
and  goods  conveyed  by  them,  thus  diWding  the  cost  between 
those  who  use  them  for  pleasure  or  convenience,  and  the 
consumers  of  the  goods  which  they  enable  to  be  brought  to 
and  from  the  market  at  a  diminished  expense.  When, 
however^  the  tolls  have  repaid  with  interest  the  whole  of  the 
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expenditure,  the  road  or  bridge  should  be  thrown  open  free 
of  toll,  that  it  may  be  used  also  by  those  to  whom,  unless 
open  gratnitonslr,  it  would  be  valueless ;  provision  being 

t  made  for  repairs  either  from  the  funds  of  tlie  state,  or  hj  a 
rate  levied  'on  the  localities  which  reap  the  principal 
benetit. 

■  In  England,  almost  all  local  taxes  are  direct,  (the  coal 
duty  of  the  City  of  London,  and  a  few  similar  imposts, 
being  the  chief  exceptions,)  though  the  greatest  part  of  the 
taxation  for  general  purposes  is  indirect.  On  the  contrary, 
in  France,  Austria,  and  other  countries  where  direct  taxa- 
tion is  much  more  largely  employed  by  the  state,  the  local 
expenses  of  towns  are  principally  defrayed  by  taxes  levied 
on  commodities  when  entering  tliem.  These  indirect  taxes 
are  much  more  objectionable  in  towns  than  on  the  frontier, 
because  the  things  which  the  country  supplies  to  the  towns 
are  chiefly  the  necessaries  of  life  aud  the  materials  of  manu- 
facture, while  of  what  a  country  imports  from  foreign  coun- 
tries, the  greater  part  usually  consists  of  luxuries.  An  octroi 
cannot  produce  a  large  revenue,  w^thout  pressing  severely 
upon  the  labouring  classes  of  the  towns  ;  unless  tlieir  wages 
rise  proportionally,  in  which  case  the  tax  falls  in  a  great 
measure  on  the  consumers  of  town  produce,  whether  residing 
in  town  or  country,  since  capital  will  not  remain  in  the 
towns  if  its  profits  fall  below  their  ordinary  proportion  as 
compared  with  the  rural  districts. 


CHAPTER  VI. 


COMPARISON  BETWEEN  DIRECT  AND  INDniECT  TAXATION. 


§  1.  Abe  direct  or  indirect  taxea  the  most  eligible! 
This  question,  at  all  times  interesting,  has  of  late  excited  a 
considerable  amount  of  dist^usBion,  In  England  there  is  a 
popular  feeling,  of  old  standing,  in  favour  of  indirect,  or  it 
should  rather  be  fiaid  in  opposition  to  direct,  taxation.  The 
feeling  is  not  grounded  on  the  merits  of  the  case,  and  is 
of  a  puerile  kind.  An  Englishman  dislikes,  not  so  much 
the  payment  aa  the  act  of  paying.  He  dislikes  seeing  the 
face  of  the  tax-collector,  and  being  subjected  to  his  peremp- 
tory demand.  Perhaps,  too,  the  money  which  he  is  required 
to  pay  directly  out  of  his  pocket  is  the  only  taxation  which 
he  is  quite  sure  that  he  pays  at  alL  That  a  tax  of  two  shil- 
lings per  pound  on  tea,  or  of  three  shilhngs  per  bottle  on 
wine,  raises  the  price  of  each  pound  of  tea  and  bottle  of  wine 
which  he  consumes,  by  that  and  more  than  that  amount, 
caimot  indeed  be  denied ;  it  is  the  fact,  and  is  intended  to 
be  so,  and  he  himself  at  times,  is  perfectly  aware  of  it; 
but  it  makes  hardly  any  impression  on  his  practical  feelings 
and  associations,  serving  to  illustrate  the  distinction  between 
what  is  merely  known  to  be  true  and  what  is  felt  to  be  so. 
The  unpopularity  of  direct  taxation,  contrasted  with  the 
easy  manner  in  which  the  public  consent  to  let  themselves 
be  fleeced  in  the  prices  of  commodities,  has  generated  in 
I  many  friends  of  improvement  a  directly  opposite  mode  of 
thinking  to  the  foregoing.  They  contend  that  the  very 
reason  which  makes  direct  taxation  disagreeable,  makes  it 
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,  preferable.  Under  it,  every  one  knows  how  much  he  really 
pays ;  and  if  he  votes  for  a  war,  or  any  other  expensive 
national  luxury,  he  does  so  with  his  eyes  open  to  what  it 
costs  him.  If  all  taxes  were  direct,  taxation  would  be  much 
inore  perceived  than  at  present ;  and  there  would  be  a 
security  which  now  there  is  not,  for  economy  in  the  public 
expenditure. 

Although  this  argument  is  not  without  force,  its  weight 
is  likely  to  be  constantly  diminishing.  The  real  incidence 
of  indirect  taxation  is  every  day  more  generally  understood 
aud^more  familiarly  recognized :  and  whatever  else  may  he 
said  of  the  changes  which  are  taking  place  in  the  tendencies 
of  the  human  mind,  it  can  stiarcely,  I  think,  be  denied,  that 
things  are  more  and  more  estimated  according  to  their 
calculated  value,  and  less  according  to  their  non-essential 
accompaniments.  The  mere  distinction  between  paying 
money  directly  to  the  tax-collector,  and  contributing  the  same 
sum  through  the  intervention  of  the  tea-dealer  or  the 
wine-merchant,  no  longer  makes  the  whole  difference 
between  dislike  or  opposition,  and  passive  acquiescence. 
But  further,  while  any  such  infirmity  of  the  popular  mind 
subsists,  the  argument  grounded  on  it  tells  partly  on  the 
other  side  of  the  question.  If  our  present  revenue  of  above 
seventy  millions  were  all  raised  by  direct  taxes,  an  extreme 
dissatisfaction  would  certainly  arise  at  having  to  pay  so 
much ;  but  while  mon^s  minds  are  so  little  guided  by  reason, 
as  such  a  change  of  feeling  from  so  irrelevant  a  cause 
would  imply,  so  great  an  aversion  to  taxation  might  not 
be  an  unqualified  good.  Of  the  seventy  millions  in  question, 
nearly  thirty  are  pledged,  under  the  most  binding  ohligationSj 
to  those  whose  property  has  been  borrowed  and  spent  by 
the  state :  and  while  this  debt  remains  unredeemed,  a 
greatly  increased  impatience  of  taxation  would  involve  no 
little  danger  of  a  breach  of  faith,  similar  to  that  which, 
in  the  defaulting  states  of  America,  has  been  produced, 
and  in  some  of  them  etlU  continues,  from  the  same  cause. 
That  part,   indeed,   of  the  public  expenditm'e,  which  is 
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devoted  to  the  maintenance  of  civil  and  military  establisb- 
ments,  (that  is,  all  except  the  intereet  of  the  national  debt) 
affords  in  many  of  its  details,  ample  scope  for  retreuchnient. 
But  while  much  of  the  revenue  is  -wasted  under  the  mere 
pretence  of  public  service,  so  much  of  the  most  important 
business  of  government  is  left  undone,  that  whatever  can 
be  rescued  from  useless  expenditure  is  urgently  required 
for  useful.  Whether  the  object  he  education ;  a  more  effi- 
cient and  accessible  administration  of  justice;  emigration 
and  colonization  ;  reforms  of  any  kind  which,  like  the  Slave 
Emancipation,  require  compensation  to  individual  intereets ; 
or  what  is  as  important  as  any  of  these,  the  entertainment 
of  a  sufficient  staff  of  able  and  educated  public  servants,  to 
conduct  in  a  better  than  the  present  awkward  manner  the 
business  of  legislation  and  administration  ;  every  one  of  these 
things  implies  considerable  expense,  and  many  of  them  have 
again  and  again  been  prevented  by  the  reluctance  which 
existed  to  apply  to'Parliament  for  an  increased  grant  of  pub- 
lic money,  though  (besides  that  the  existing  means  would  be 
more  than  sufficient  if  applied  to  the  proper  purposes) 
the  cost  would  be  repaid,  often  a  hundred-fold,  in  mere 
pecuniaiy  advantage  to  the  community  generally.  If  so 
great  an  addition  were  made  to  tbe  public  dislike  of  taxa- 
tion as  might  be  the  consequence  of  confining  it  to  t!ie 
direct  form,  the  classes  who  profit  by  the  misapplication  of 
public  money  might  probably  succeed  in  saving  that  by 
which  they  profit,  at  the  expense  of  that  which  would  only 
^  be  useful  to  the  public, 
^^f  Theie  is^  however,  a  frequent  plea  in  support  of  indirect 

^  taxation,  M'liich  must  be   altogether  rejected,   as  grounded 

I  on  a  fallacy.     We  are  often  told  that  taxes  on  commodities 

I  are  less   burdensome  than  other  taxes,  because   the   con- 

■  tributor  can  escape  from  them  by  ceasing  to  use  the  taxed 

I  commodity.    He  certainly  can,  if  that  be  hia  object,  deprive 

I  the  government  of  the  money  ;  but  he  does  so  by  a  sacrifico 

I  of  bis  own  indulgences,  which  (if  he  chose  to  undergo  it) 

^^H         would  equally  make  up  to  him  for  the  same  amount  taken 
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from  him  by  direct  taxation.  Suppose  a  tax  laid  ou  wine, 
suflBcient  to  adtl  five  pomids  to  tlie  price  of  the  quantity  of 
wine  which  he  consumes  in  a  year.  Ho  Las  only  (we  are 
told)  to  diminish  his  consumption  of  wine  by  5/,,  and  he 
escapes  the  burden.  True :  but  if  the  5^,,  instead  of  being 
laid  ou  wine,  had  been  taken  from  hiui  by  an  income-tax, 
he  could,  by  expending  5A  lees  in  wine,  equally  save  the 
amount  of  the  tax,  so  that  the  diiferenco  between  the  two 
cases  is  really  illusory.  If  the  government  takes  from  the 
contributor  five  pounds  a  year,  whether  in  one  way  or 
anotiier,  exactly  that  amount  must  be  retrenched  from  his 
consumption  to  leave  him  aa  well  off  as  before ;  and  in 
either  way  the  same  amount  of  sacrifice,  neither  more  nor 
less,  is  imposed  on  him. 

On  the  other  hand,  it  is  some  advantage  on  the  side  of 
indirect  taxes,  that  what  they  exact  from  tlie  contributor  is 
taken  at  a  time  and  in  a  manner  likely  to  be  convenient  to 
him.  It  is  paid  at  a  time  when  he  has  at  any  rate  a  pay- 
ment to  make ;  it  causes,  therefore,  no  additional  trouble, 
nor  (unless  the  tax  be  ou  necessaries)  any  inconvenience  but 

■  "what  is  inseparable  from  the  payment  of  the  amount.  He 
can  also,  exce]>t  in  the  case  of  very  perishable  articles, 
select  his  own  time  for  laying  in  a  stock  of  the  commodity, 
and  consequently  for  payment  of  the  tax.  The  producer 
or  dealer  who  advances  these  taxes,  is,  indeed,  sometimes 
subjected  to  inconvenience ;  but,  in  the  case  of  imported 
goods,  tliis  inconvenience  is  reduced  to  a  minimum  by  what 
is  called  the  Warehousing  System,  under  which,  instead  of 
paying  the  duty  at  the  tiiiic  of  importation,  ho  is  oidy  re- 

■  quired  to  do  so  when  he  takes  ont  the  goods  for  consumption, 
which  is  seldom  done  until  he  had  either  actually  foimd,  or 
has  the  prospect  of  immediately  finding,  a  purohaacr. 

The  strongest  objection,  however,  to  raising  the  whole 
or  the  greater  part  uf  a  largo  revenue  by  direct  taxes,  is 
the  impoBsibility  of  assessing  them  fahly  without  a  conscien- 
tious co-operation  on  the  part  of  the  contributors,  not  to  be 
boped  for  in  the  present  low  state  of  public  morality.     lu 
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tlte  case  of  an  income-tax,  we  have  already  ficcn  tliat  uiilete 
it  be  found  practicable  to  exempt  savings  altogether  from 
tlie  tax,  the  burthen  Cftnnot  be  apjxirtioned  with  any  tolera- 
ble approach  to  fairness  upon  those  whose  incomes  are  de- 
rived from  buBiness  or  professions ;  and  this  is  in  fact  ad- 
mitted by  most  of  the  advocates  of  direct  taxation,  who, 
I  am  afinaid,  generally  get  over  the  difficxilty  by  leaving 
those  classes  untaxed,  and  coniining  their  jjrojected  in- 
come-tax to  "  realized  property,"  in  which  form  it  certainly 
has  the  merit  of  being  a  very  easy  form  of  plunder. 
But  enough  has  been  said  in  condemnation  of  this  cxpcy 
dieut.  We  have  seen,  however,  that  a  house-tajt  is  a  form 
of  direct  taxation  not  liable  to  the  same  oTjections  as  an 
income-tax,  and  indeed  liable  to  as  few  objections  of  any 
kind  as  perhaps  any  of  our  indirect  taxes.  But  it  would  be 
impossible  to  rai&e.  by  a  house-tax  alone,  the  greatest  part 
of  the  revenue  of  Great  Britain,  without  producing  a  verr 
objectionable  over-crowding  of  the  po])ulation,  through  the 
strong  motive  which  all  3)ersons  would  have  to  avoid  the 
tax  by  restricting  their  house  acooramodation.  Besides, 
even  a  house-tax  has  inequalities,  and  consequent  injustices; 
no  tax  is  exempt  from  them,  and  it.  is  neither  just  nor  j)ahtic 
to  make  all  tliL-  inequalities  fall  in  the  same  places,  by  calling 
upon  one  tax  to  defray  the  whole  or  the  chief  ]iart  of  the 
public  expenditure.  So  mucli  of  the  local  taxation,  in 
country,  being  already  in  the  form  of  a  houso-tax,  it  is  p] 
Imhle  that  ten  millions  a  year  wouM  be  fully  as  much  as  co 
beneficially  be  levied,  Uirough  this  medium,  for  generj 
pni*]:o8e8, 

A  certain  amount  of  revenue  may,  as  we  have  seen,  he 
obtained  without  injustice  by  a  peculiar  tax  on  rent. 
Besides  the  present  land-tax,  and  an  equi\*alent  for  the 
revenue  now  derived  fj-oni  stamp  duties  on  the  conveyance 
of  land,  some  further  taxation  might,  I  have  contended,  at 
some  future  period  be  imposed,  to  enable  the  state  to  par- 
ticipate in  the  progressive  increase  of  the  incomes  of  land- 
Jords  from  natural  causes.     Legacies  and  inheritances, 
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have  also  seen,  ought  to  be  Biibjected  to  taxation  enfficient 
to  yield  a  considerable  revenne.  With  these  taxes,  and  a 
house-tax  of  suitable  amount,  we  ehould,  I  think,  have 
reached  the  prudent  limits  of  direct  taxation,  save  in  a 
national  emergency  &o  urgent  as  to  justify  the  government 
in  disregarding  the  amount  of  inequality  and  unfaimeas 
which  may  ultimately  be  found  inseparable  from  an  income- 
tax.  The  remainder  of  the  revenue  would  have  to  be  pro- 
vided by  taxes  on  consumption,  and  the  question  is,  which 
of  these  are  the  least  objectionable. 


§  2,  There  are  some  forms  of  indirect  taxation  which 
must  be  peremptorily  excluded-  Taxes  on  commodities,  for 
revenne  purposes,  must  not  operate  as  protecting  duties, 

I  bat  must  be  levied  impartially  on  every  mode  in  which  tlie 
articles  can  be  obtained,  whether  produced  in  the  country 
itself,  or  imported.    An  exclusion  must  also  be  put  upon  all 

I  taxes  on  the  necessaries  of  life,  or  on  the  materials  or  instru- 
ments employed  in  producing  those  necessaries.  Such 
taxes  are  always  liable  to  encroach  on  what  should  be  left 
untaxed,  the  incomes  barely  sufficient  for  healthful  exist- 
ence ;  and  on  the  most  favourable  supposition,  namely,  that 
wages  rise  to  compensate  the  labourers  for  the  tax,  it  oper- 
ates as  a  peculiar  tax  on  profits,  which  is  at  once  unjust, 
and  detrimental  to  national  wealth  *  What  remain  are 
taxes  on  luxuries.  And  these  have  some  properties  which 
strongly  recommend  them.  In  the  first  place,  they  can 
never,  by  any  possibility,  touch  tliose  whoee  whole  income 
is  expended  on  necessaries ;  while  they  do  reach  those  by 

•  Some  argue  that  the  materials  htiiJ  instrumetita  of  all  production  dtould 
be  exempt  from  taxation;  but  these,  when  they  do  not  enter  into  the  production 
of  ueceaaaries,  seem  as  proper  subjects  of  taxation  ns  the  finished  article.  It  ts 
chiefly  with  refereoce  to  foreign  trade,  that  iuch  taxoa  hare  beeu  considered  in- 
jurious. Intemstionally  sppakinK,  tliey  may  be  looked  upon  m  export  duties, 
and,  unless  in  cases  in  which  an  export  duty  ia  advisable,  Uiey  should  he  accom- 
panied with  an  e<]uiva]ent  drawback  on  exportation.  Hut  there  is  no  BufBcicDt 
reason  against  taxing  the  inateriala  and  Inatrumenta  used  in  the  production  of 
anything  i>vhicb  ia  itaelf  a  flt  ot^cct  of  taxation. 


whom  what  'm  required  for  necessaries,  is  expended  on  in- 
dulgences. In  the  next  place,  tliey  operate  iu  some  cases  as 
fin  usel'uJ,  and  tlie  only  useful,  kind  of  sumptuary  law.  I 
disclaim  all  asceticism,  and  by  no  means  wish  to  see  dis- 
couraged, either  by  law  or  opinion,  any  indulgence  (consis- 
tent with  the  means  and  obligations  of  the  person  using  it) 
wliidi  is  sought  from  a  genuine  inclination  for,  and  enjoy- 
ment ofj  the  thing  itself;  but  a  great  portion  of  the  expense 
o(  the  higher  and  middle  classes  in  moat  countries,  and  the 
greatest  in  this,  is  not  incurred  for  the  sake  of  the  pleasure 
afforded  by  tlie  things  on  which  the  money  is  spent,  but 
froiu  regard  to  opinion,  and  an  idea  that  certain  expenses 
are  expected  from  them,  as  an  appendage  of  station  ;  and  I 
cannot  but  think  that  expenditure  of  tliis  sort  is  a  most 
desirable  subject  of  taxation.  If  taxation  discourages  it, 
soute  good  is  done,  and  if  not,  no  hai'm ;  for  in  so  far  a& 
taxes  are  levied  on  things  which  are  desired  and  possessed 
from  motives  of  this  description,  nobody  ia  the  worse  for 
them.  When  a  thing  is  bought  not  for  its  use  but  for  its 
costliness,  cheapness  is  no  recommendation.  As  Sismondi 
remarks,  the  consequence  of  cheapening  articles  of  vanity, 
is  not  that  less  is  expended  on  such  things,  but  that  the 
buyere  substitute  for  the  cheapened  article  some  other  which 
is  more  costly,  or  a  more  elaborate  quality  of  the  same 
thing  J  and  as  the  inferior  quality  answered  the  purpose  of 
vanity  equally  well  when  it  was  equally  expensive,  a  tax  on 
the  article  is  really  paid  by  nobody  :  it  is  a  creation  of  pub- 
lic revenue  by  which  nobody  loses.* 


•  '*  Were  we  tu  siippoai:  that  diamonils  could  ouly  be  procured  fitrni  one 
particular  and  distent  couutry,  and  pearls  from  another,  and  wore  the  produce 
of  ilic  mines  iu  the  former,  and  of  the  fishery  iu  tlie  latter,  from  the  appratioa 
afuuturul  cjiut)C8,  tu  beuumu  doubly  diiliuult  to  procure,  the  effl'ct  would  nieroly 
be  that  in  tiiue  h&\(  the  quantity  of  diaimmiU  aud  pearls  would  be  sufficient  to 
mark  u  certain  opulence  &nd  rank,  tbnt  it  had  before  been  necessary  to  employ 
for  that  purpose.  The  same  (juontity  of  gold,  or  some  commodity  roduuible  at 
last  to  labour,  would  be  required  to  produce  tlie  now  reduced  amount,  as  the 
former  larger  amount.  Were  the  dilHeuIty  interposed  by  the  regulatiotiB  of 
teigidators H  <^c)Uld  make  no  diifi^rouec  to  the  (itueBS  of  tbeM 
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§  3.  In  order  to  reduce  as  much  as  poesible  the  incon- 
veniences, and  increase  the  advantages,  incident  to  taxes  on 
commodities,  the  following  are  the  practical  rules  which 
BU^eet  themselves,  let.  To  raii^c  as  large  a  revenue  as 
conveniently  may  be,  trotn  those  classes  of  luxuries  whicli 
have  most  connection  with  vanity,  and  least  with  pusitive 
enjoyment;  such  as  the  more  costly  qualities  of  all  kinds  of 
personal  equipment  and  ornament.  2dly.  Wheuever  possi- 
ble, to  demand  the  tax,  not  from  tlie  producer,  but  directly 
from  tlie  consumer,  since  when  levied  on  the  producer  it 
raises  the  price  always  by  more,  and  often  by  much  more, 
tlian  the  mere  amount  of  tlie  tax.  Most  of  the  minor  as- 
sessed taxes  in  this  country  are  recomuiended  by  both  these 
considerations.  But  with  reg:ard  to  horses  and  carnages, 
as  there  are  many  persons  to  whom,  from  health  or  eozisti- 
tution,  these  are  not  so  mncli  luxuries  as  necessaries,  tlie  tax 
paid  by  those  who  have  but  one  riding  horse,  or  but  one 
carriage,  especially  of  the  cheaper  descriptions,  sliould  bo 
low  ;  while  taxation  should  rise  very  rapidly  with  the  num- 
ber of  horses  and  carriages,  and  with  their  costliness.     3dly. 


articles  to  serve  the  purposes  of  vanity."  Suppo-sc  that  moans  were  discovered 
whereby  the  phyaological  process  which  ^entTWca  the  pearl  might  be  induced 
ad  Uhituin,  the  result  beiug  that  Uie  umouiit  of  labour  ex):«udL>d  in  i>rucurmg 
each  pearl,  came  to  bo  ouly  tlie  fivo  humlredth  jmrt  oT  vtlml  it  wili  Iw-t'ore.  "  Thu 
ultituato  cRfeet  of  such  u  chtinge  would  depend  ou  whether  the  liaheiy  were  true 
or  not.  Were  it  free  to  all,  as  pearls  coiild  be  got  simply  for  the  labour  of  fiali- 
log  for  them,  a  airing  of  them  might  be  had  for  a  few  peuee.  The  very  poorest 
class  of  society  could  therefore  a(!bnl  to  deccjrnie  their  persons  with  them.  They 
would  thuit  Man  ht^eume  extremely  vulgar  imd  unfashiotiahle,  and  so  at  last 
valueleftg.  If  howyvtr  we  suppose  that  iu.sicnd  of  the  fishery  beiiig  fit'e,  the 
legiiilator  owns  and  has  complete  command  of  the  place,  where  alone  pearls  arc 
to  be  procured ;  aa  the  progress  of  discovery  advaiictd,  he  might  impose  a  duty 
on  them  o(|ual  tu  the  diminution  uf  labour  neccst<ury  to  pnicuro  them.  They 
would  then  he  as  much  esteemed  as  they  were  before.  What  simple  beauty 
they  have  would  remain  unchanged.  The  dllllciilty  to  be  uurmounled  in  order 
to  obtain  them  would  he  diifcrcnt,  but  equally  great,  and  they  would  therefore 
equally  serve  to  mark  the  opulence  of  those  who  possessed  them."  The  uel 
revenue  obtained  by  such  a  tax  "would  not  cost  the  siHiiety  anything.  If  not 
abused  in  its  application,  it  would  be  a  clear  addition  of  so  much  to  the  resourcei) 
of  the  community." — Rae,  A'tui  Priiicifplctt  of  Puitdcoi  £cvno»ty,  pp.  S&9-T1. 
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But  as  the  ouly  indirect  taxes  which  jield  a  large  revenue 
are  those  which  fall  on  articles  of  imiversal  or  very  general 
consumption,  and  as  it  is  therefore  necesssary  to  have  S4ime 
taxes  on  real  hixuries,  that  is,  on  things  which  afford  pleas- 
ure in  themselves,  and  are  valued  on  that  account  rather 
than  for  their  coat ;  these  taxes  should,  if  possihle,  l)e  so  ad- 
justed as  to  fall  with  the  same  proportional  weight  on  small, 
on  moderate,  and  on  large  incomes.  This  is  not  an  easy 
matter  ;  since  the  things  which  are  the  sabjects  of  the  more 
productive  taxes,  are  in  proportion  more  largely  consumed 
by  the  poorer  members  of  the  conmiunity  than  by  the  rich. 
Tea,  coffee,  sugar,  tobiicco,  fermented  drinks,  can  hardly  be 
so  taxed,  that  tlie  poor  shall  not  bear  more  than  their  due 
share  of  the  burthen.  Something  might  be  done  by  making 
the  duty  on  the  superior  qualities,  which  are  used  by  the 
richer  cons\nners,  much  Iiiglier  in  proportion  to  the  value, 
(instead  of  much  lower,  as  is  almost  unive!*8ally  the  practice 
under  the  present  English  system) ;  but  in  some  cases  the 
difficulty  of  at  all  adjusting  the  duty  to  the  vahie,  so  as  to 
prevent  evasion,  is  said,  with  what  truth  I  know  not,  to  be 
insuperable ;  so  that  it  is  thought  necessary  to  levy  the 
same  fixed  duty  on  all  the  qualities  alike :  a  flagrant  injust- 
ice to  the  poorer  class  of  contributors,  unless  compensated 
by  the  existence  of  other  taxes  from  which,  as  froui  the 
present  income-tax,  they  are  altogether  exempt.  4thly.  As 
far  as  is  consistent  with  the  preceding  rules,  taxation  should 
rather  be  concentrated  on  a  few  articles  than  diffused  over 
many,  iu  order  that  the  expenses  of  collection  may  be 
smaller,  and  that  as  few  employments  as  possible  may  be 
burthensomely  and  vexatiously  interfei-ed  with.  Sthly. 
Among  luxuries  of  general  consumption,  taxation  should  by 
preference  attach  itself  to  stimulants,  beeauee  these,  though 
in  themselves  as  legitimate  indulgences  as  any  others,  are 
more  liable  than  most  others  to  be  used  iu  excess,  so  that 
tlie  check  to  consumption,  naturally  arising  from  taxation, 
is  on  the  whole  better  applied  to  them  than  to  other  things. 
6tb]jr.  As  far  as  other  considerations  permit,  taxation  should 
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be  coniioed  to  imported  articles,  since  these  can  be  taxed 
with  a  lesa  degree  of  yexatioiis  interference,  and  with  fewer 
incidental  bad  effects,  than  when  a  tax  is  levied  on  the  field 
or  on  the  workshop.  Custom  duties  are,  ciEteria  ^xinV/rw, 
much  le£6  objectionable  than  excise :  but  ther  must  be  laid 
only  on  things  which  either  cannot,  or  at  least  will  not,  be 
produced  in  the  country  itself;  or  else  their  production  there 
must  be  prohibited  (as  in  England  is  the  ease  with  tobacco^) 
or  subjected  to  an  excise  duty  of  equivalent  amount.  Tthly. 
Xo  tax  ought  to  be  kept  so  high  as  to  ftimish  a  motive  to 
its  evasion,  too  strong  to  be  counteracted  by  ordinary  means 
of  prevention :  and  especially  no  commodity  should  be  taxed 
ao  highly  as  to  raise  up  a  class  of  lawless  characters, 
smugglers*  illicit  distillers,  and  the  like. 

Of  the  excise  and  custom  duties  lately  existing  in  this 
country,  all  which  are  intrinsically  unfit  to  form  part  of  a 
good  system  of  taxation,  have,  since  tlie  last  reforms  by 
Mr.  Gladstone,  been  got  rid  of.  Among  these  are  all  duties 
on  ordinary  articles  of  food,  whether  for  human  beings  or 
for  cattle ;  those  on  timber,  as  falling  on  the  materials  of 
lodging,  which  is  one  of  the  necessaries  of  life ;  all  duties  on 
the  metals,  and  on  implements  made  of  them  ;  taxes  on 
soap,  which  is  a  necessary  of  cleanliness,  and  on  tallow,  the 
material  both  of  that  and  of  some  other  necessaries;  the  tax 
on  paper,  an  indispensable  instrument  of  abuiwit  all  !msines» 
and  of  most  kinds  of  instruction.  The  duties  which  now 
yield  nearly  the  whole  of  the  customs  and  excise  revenue, 
those  on  sugar,  coffee,  tea,  wine,  beer,  spirits,  and  tobacco, 
are  in  themselves,  where  a  lai^e  amount  of  revenue  is  neces- 
sary, extremely  proper  taxes  ;  but  at  present  grossly  unjust, 
from  the  disproportionate  weight  witli  which  they  press  on 
the  poorer  classes  ;  and  some  of  them  (those  on  spirits  and 
tobacco)  are  so  high  as  to  cause  a  considerable  amount  of 
smuggling.  It  is  probable  tliat  most  of  these  taxes  might 
beai'  a  great  reduction  without  any  material  loss  of  reve- 
nue. In  what  manner  the  finer  articles  of  manufacture, 
consmued  by  the  rich,  might  most  advantageously  bo  taxed, 
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1  must  leave  to  be  decided  by  those  who  have  the  requisite 
practical  knowledge.  The  difficulty  would  be,  to  effect  it 
without  an  inadmissible  <legree  of  interference  with  produc- 
tion. In  countries  which,  like  the  United  States,  import 
the  principal  part  of  the  finer  manufactures  which  they  con- 
Bume,  there  is  little  difficulty  in  the  matter :  and  even  where 
nothing  is  imported  but  the  raw  material,  that  may  be 
taxed,  especially  the  qualities  ^f  it  which  are  exclusively 
employed  for  the  fabrics  used  by  the  richer  class  of  con- 
sumers. Thus,  in  England  a  high  custom  duty  on  raw  silk 
would  be  consistent  with  principle ;  and  it  might  perhaps 
be  practicable  to  tax  the  liner  qualities  of  cotton  or  linen 
yam,  whether  spun  in  the  country  itaelf  or  imported. 


CHAPTER  Vn. 


OF    A    NATIONAL    DEBT. 


§  1.  The  question  must  now  be  considered,  how  far  it 
is  right  or  expedient  to  raise  money  for  the  purposes  of  gov- 
emmentj  not  by  laying  on  taxes  to  tlic  amount  rctiuireti, 
but  by  taking  a  portion  of  the  capital  of  the  country  in  the 
form  of  a  loan,  and  charging  tlie  public  revenue  with  only 
the  interest.  Nothing  needs  be  said  about  providing  for 
temporary  wants  by  taking  up  money  ;  for  instance,  by  an 
ifisue  of  exchequer  billsj  destined  to  be  paid  oflP,  at  furthest 
in  a  year  or  two,  from  the  proceeds  of  the  existing  taxes. 
This  is  a  convenient  expedient,  and  when  the  government 
does  not  possess  a  treasure  or  hoard,  is  often  a  necessary 
one,  on  the  occurrence  of  extraordinary  expenses,  or  of  a 
temporary  failure  in  tlie  ordinary  sources  of  revenue.  What 
we  have  to  discuss  is  the  propriety  of  contracting  a  national 
debt  of  a  permanent  character  ;  defraying  the  exjjenses  of  a 
war,  or  of  any  season  of  difficult)',  by  loans,  to  be  redeemed 
either  very  gradually  and  at  a  distant  period,  or  not  at  a!l. 

This  question  has  already  been  touched  upon  in  the  First 
Book.*  We  remarked,  tliat  if  the  capital  taken  iu  loans  is 
abstracted  from  funds  either  engaged  in  production,  or  des- 
tined to  be  employed  in  it,  their  diversion  from  t!iat  purpose 
is  equivalent  to  taking  the  amount  from  the  wages  of  the 
labouring  classes.  Borrowing,  in  this  case,  is  not  a  substi- 
tute for  raising  the  siipplicB  within  the  year.  A  government 
which  borrows  does  actuallv  take  the  amount  witliin  the 
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year,  and  that  too  bj  a  tax  exdasively  on  the  labonring 
clasees :  than  which  it  could  have  done  nothing  worse,  if 
it  had  supplied  its  wants  by  avowed  taxation ;  and  in  that 
case  the  transaction,  and  its  evils,  would  have  ended  with 
the  emergency ;  while  by  the  circuitous  mode  adopted,  the 
value  exacted  from  the  labourers  is  gained,  not  by  the  state, 
but  by  the  employers  of  labour,  the  state  remaining  charged 
with  the  debt  besides,  and  with  its  interest  in  perpetuity. 
Tlie  system  of  public  loans,  in  such  circumstances,  may  be 
pronounced  the  very  worst  which,  in  the  present  state  of 
civilization,  is  still  included  in  the  catalogue  of  financial  ex- 
pedients. 

We  however  remarked  that  there  are  other  circnm- 
ances  in  which  loans  are  not  chargeable  with  these  perni- 
^cions  consequences:  namely,  first,  when  what  is  borrowed  is 
foreign  capital,  the  overflowings  of  the  general  accumula- 
tion of  the  world ;  or,  secondly,  when  it  is  capital  which 
either  would  not  have  been  saved  at  all  unless  this  mode  of 
investment  had  been  open  to  it,  or  after  being  saved,  would 
have  been  wasted  in  unproductive  enterprises,  or  sent  to 
seek  employment  in  foreign  countries.  When  the  pi*ogre6s 
of  accumulation  has  reduced  profits  either  to  the  ultimate 
or  to  the  practical  minimum, — to  the  rate,  less  than  which 
would  either  j)ut  a  stop  to  the  increase  of  capital,  or  send 
the  whole  of  the  new  accumulations  abroad ;  governraeat 
may  annually  intercept  these  new  accumulations,  without 
trenching  on  the  employment  or  wages  of  the  labouring 
classes  in  t!ie  country  itself,  or  perhaps  in  any  other  country. 
To  this  extent,  therefore,  the  loan  system  may  be  carried, 
without  being  liable  to  tlie  utter  and  peremptory  condemnsr 
tion  which  is  due  to  it  when  it  overpasses  this  limit.  What 
is  wanted  is  an  index  to  determine  whether,  in  any  given 
sorioa  of  years,  as  during  the  last  great  war  for  example,  the 
limit  has  been  exceeded  or  not. 

Such  an  index  exists,  at  once  a  certain  and  an  obvious 
one.  Did  the  government,  by  its  loan  operations,  augment 
the  rate  of  interest  ?     If  it  only  opened  a  channel  for  capital 
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which  would  not  otherwise  have  been  accumulated,  or 
which,  if  accnmnlated,  would  not  have  been  employed 
within  the  country  ;  this  implies  that  the  capital,  which  the 
government  took  and  expended,  could  not  have  found  em- 
ployment at  the  existing  rate  of  interest.  So  long  as  the 
loans  do  no  more  than  absorb  this  surplus,  tliey  prevent  any 
tendency  to  a  fall  of  the  rate  of  interest,  but  they  cannot 
occasion  any  rise.  When  they  do  raise  tlie  rate  of  interest, 
as  they  did  in  a  moat  extraordinary  decree  during  the 
French  war,  this  is  positive  prot)f  tliat  the  government  is  a 
competitor  for  capital  with  the  ordinary  channels  of  produc- 
tive investment,  and  is  carrying  off,  not  mcrL'ly  funds  wliich 
would  not,  but  funds  which  would,  liavc  found  productive 
employment  within  the  country.  To  the  full  extent,  there- 
fore, to  which  tlic  loans  of  government,  during  the  war, 
caused  the  rate  of  interest  to  exceed  what  it  was  before,  and 
what  it  has  been  since,  those  loans  are  chargeable  with  all 
the  evils  which  have  been  deBcribe<l,  If  it  be  objected  that 
interest  only  rose  because  profits  rose,  I  reply  tliat  this  does 
not  weaken,  but  strengthens,  the  argument.  If  the  govern- 
ment loans  produced  the  rise  of  profits  by  the  great  amount 
of  capital  which  they  absorbed,  by  wliat  means  can  they  have 
had  this  effect,  unless  by  lowering  the  wages  of  labour  ii  It 
will  perhaps  be  eaicl,  tbat  what  kept  profits  high  during  the 
war  was  not  the  drnt^s  made  on  the  national  capital  by  the 
loans,  but  the  rapid  progress  of  industrial  improvements. 
This,  in  a  great  measure,  was  the  fact ;  and  it  no  doubt  al- 
leviated the  hardship  to  the  labouring  classes,  and  made  the 
financial  system  which  was  pursued  less  actively  mischiev- 
ous, but  not  less  contrary  to  principle.  These  very  im- 
provements in  industry,  made  room  for  a  larger  amount  of 
capital ;  and  the  government,  by  draining  away  a  great  part 
of  the  annual  accumulations,  did  not  indeed  prevent  that 
capital  from  existing  ultimately,  (for  it  started  into  existence 
with  great  rapidity  aito  the  peace,)  but  prevented  it  from 
existing  at  the  time,  and  subtracted  just  so  much,  while  the 
war  lasted,  from  distribution  among  productive  labourers. 
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If  the  government  had  abstained  from  taking  thia  capital  by 
loan,  and  liad  allowed  it  to  reach  the  labourers,  but  bad 
raised  the  supplies  which  it  required  bj  a  direct  tax  on  the 
labouring  classes,  it  would  have  produced  (in  every  respect 
but  the  expense  and  inconvenience  of  collecting  the  tax)  the 
very  same  economical  efi'ects  which  it  did  produce,  except 
that  we  should  not  now  have  had  the  debt.  The  course  it 
actually  took  was  therefore  worse  than  the  very  worst  mode 
whicli  it  could  possibly  have  adopted  of  raising  the  supplies 
within  the  year :  and  the  only  excuse,  or  justification,  wliich 
it  admits  of,  (so  far  as  that  excuse  could  be  truly  pleaded)  was 
hard  necessity  ;  tlie  impossibility  of  raising  so  enormous  an 
annual  sum  by  taxation,  without  resorting  to  taxes  which 
from  their  odiousuees,  or  from  the  facility  of  evasion,  it 
would  have  been  found  impracticable  to  enforce. 

Wlien  government  loans  are  limited  to  the  overflowings 
of  the  national  capital,  or  to  those  accumulations  which 
would  not  take  place  at  all  unless  suHered  to  overflow,  tliey 
are  at  least  not  liable  to  this  grave  condemnation  :  they  oc- 
casion no  privation  to  any  one  at  the  time,  except  by  the 
payment  of  the  interest,  and  may  even  be  beneficial  to  the 
lalxjiiring  class  during  the  tei*m  of  their  expenditure,  by 
em]iloying  in  the  direct  purchase  of  labour,  as  that  of  soldiers, 
sailors,  &c,,  funds  which  might  otherwise  have  quitted  the 
country  altogether.  la  this  case  therefore  the  question  really 
is,  what  it  is  commonly  supposed  to  be  in  all  cases,  namely,  a 
choice  between  a  great  sacrifice  at  once,  and  a  small  one  in- 
definitely |)rolouged.  On  this  matter  it  seems  rational  to 
think,  that  the  prudence  of  a  nation  will  dictate  the  same 
conduct  a8  the  prudence  of  an  individual ;  to  submit  to  as 
muuh  of  the  privation  immediately,  as  can  easily  be  borne, 
and  only  when  any  further  burthen  would  distress  or  crip- 
jde  them  too  much,  to  provide  for  the  remainder  by  mort- 
gagmg  thcij*  future  income.  It  is  an  excellent  maxim  to 
make  present  resources  suffice  for  present  wants ;  the  future 
will  have  its  own  wants  to  provide  fur.  On  the  other  hand, 
it  may  reasonably  be  taken  into  consideration  that  in 
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country  increasing  in  wealth,  the  necessary  expenses  of  gov- 
ernment do  not  increase  in  the  same  ratio  as  capital  or  pop- 
ulation ;  any  burthen,  therefore,  is  always  less  and  lees  felt : 
and  since  those  extraordinary  expenses  of  govenmient  which 
■  are  fit  to  be  incurred  at  all,  are  mostly  beneficial  beyond  the 
existing  generation,  there  is  no  Injustice  in  mating  posterity 
pay  a  part  of  the  price,  if  the  inconvenience  would  be  ex- 
treme of  defraying  the  whole  of  it  by  the  exertions  and 
rfi^crifioes  of  the  generation  which  first  incurred  it. 


§  2.  When  a  counti^,  wisely  or  unwisely,  has  bur- 
theued  itself  with  a  debt,  is  it  expedient  to  take  steps  for  re- 
deeming that  debt  ?  Li  principle  it  is  impossible  not  to 
maintain  the  affirmative.  It  is  true  that  the  payment  of 
the  interest,  when  the  creditors  are  members  of  tlie  same 
community,  is  no  national  loss,  but  a  mere  transfer.  The 
.transfer,  however,  being  compulsory,  is  a  serious  evil,  and 
the  raising  a  great  extra  revenue  by  any  system  of  taxation 
necessitates  so  naixch  expense,  vexation,  disturbance  of  the 
channels  of  industry^  and  other  mischiefs  over  and  above 
the  mere  payment  of  the  money  wanted  by  the  government, 
that  to  get  rid  of  the  necessity  of  such  taxation  is  at  all 
times  worth  a  considerable  effort.  Tlie  same  amount  of 
■  sacrifice  which  woidd  have  been  worth  incurring  to  avoid 
contracting  the  debt,  it  is  worth  while  to  incur,  at  any  sub- 
sequent time,  for  the  purpose  of  extinguishing  it. 

Two  modes  have  been  contemplated  of  paying  off  a  na- 
tional debt :  either  at  once  by  a  general  contribution,  or 
gradually  by  a  surplus  revenue.  Tlic  fii-st  would  be  incom- 
parably the  best,  if  it  were  practicable ;  and  it  would  be 
practicable  if  it  could  justly  be  done  by  assessment  on  prop- 
erty alone.  If  property  bore  the  whole  interest  of  the  debt, 
property  might,  with  great  advantage  to  itself,  pay  it  off; 
since  this  would  be  merely  surrendering  to  a  creditor  the 
principal  siim,  the  whole  annual  proceeds  of  which  were 
already  his  by  law ;  and  would  be  equivalent  to  what  a 
laudowuer  does  when  he  sells  part  of  his  estate,  to  free  the 
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remainder  from  a  mortgage.  But  propertr^  it  needs  hardlv 
be  eaid,  does  not  pay,  and  cannot  justly  be  required  to 
pay,  the  wbole  interest  of  the  debt.  Some  indeed  affirm 
that  it  can,  on  the  plea  that  the  existing  generation  is  only 
bound  to  pay  the  debts  of  its  predecessors  from  the  assets  it 
has  received  from  them,  and  not  from  thu  prodnce  of  it*  own 
industry.  But  has  no  one  received  anything  from  previous 
generations  excej)t  those  who  have  succeeded  to  propertv  ? 
Is  the  whole  difference  between  the  earth  as  it  is,  with  its 
clearings  and  imj)rovements,  its  roads  and  canals,  its  towns 
and  manufactories,  and  the  earth  as  it  was  when  the  first 
human  being  set  foot  on  it,  of  no  benefit  to  any  but  those 
who  are  called  the  owners  of  the  soil  ?  Is  the  capital  accu- 
mulated by  the  labour  and  abstinence  of  all  former  genera- 
tions of  no  advantage  to  any  but  those  who  have  succeeded 
to  the  legal  o\mership  of  part  of  it  ?  And  have  we  not  in- 
hdrite<l  a  mass  of  acquired  knowledge,  l>oth  scientific  and 
empirical,  due  to  the  sagacity  and  industry  of  those  who 
preceded  us,  the  benefits  of  which  are  the  common  wealth 
of  all  ?  Those  who  are  bom  to  the  ownership  of  property 
have,  in  addition  to  these  common  benefits,  a  separate  inher- 
itance, and  to  this  difference  it  is  right  that  advertence 
should  be  Iiad  in  regulating  taxation.  It  belongs  to  the 
general  financial  system  of  the  country  to  take  due  account 
of  thifl  principle,  and  I  have  indicated,  as  in  my  opinion  a 
proper  mode  of  taking  account  of  it,  a  considerable  tax  on 
legacies  and  inlieritances.  Let  it  be  determined  directly  and 
openly  what  is  due  from  property  to  the  state,  and  from  the 
state  to  proj)erty,  and  let  the  institutions  of  the  state  be  reg- 
ulated accordingly.  Whatever  is  the  fitting  contribution 
irom  property  to  the  general  expenses  of  tlie  state,  in  the 
same,  and  in  no  greater  proportion  should  it  contribute 
towaiHis  either  the  interest  or  the  repayment  of  the  national 
debt. 

Tills,  however,  if  admitted,  is  fatal  to  any  scheme  for  the 
extinction  of  the  debt  by  a  general  assessment  on  the  com- 
munity.    Perscmis  of  property  could  pay  their  share  of  the 
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amount  by  a  sacrifice  of  property,  and  have  the  same  net 
income  as  before  ;  but  if  those  who  have  no  accumulations, 
but  only  iucomea,  were  required  to  make  up  by  a  suigle 
payment  the  equivalent  of  the  annual  charge  laid  on  them 
by  the  taxes  maintained  to  pay  the  interest  of  the  debt,  tliey 
could  only  do  so  by  incuiTiug  a  private  debt  equal  to  their 
share  of  the  public  debt ;  while,  from  the  uisufficiency,  in 
most  cases,  of  the  security  which  they  could  give,  the  inter- 
est would  amount  to  a  much  larger  annual  Bum  than  their 
shai'e  of  that  now  paid  by  the  state.  Besides,  a  collective 
debt  defrayed  by  taxes,  has  over  the  same  debt  parcelled 
out  among  individuals,  the  immense  advantage,  that  it  is 
virtually  a  mutual  insurance  among  the  contributors.  If 
the  fortune  of  a  contributor  diminishes,  Iiis  taxes  diminisli ; 
if  he  is  mined,  they  cease  altogether,  and  his  portion  of  the 
debt  is  wholly  transferred  to  the  solvent  members  of  tlie 
community.  If  it  were  laid  on  him  as  a  private  obligation, 
he  would  still  be  liable  to  it,  even  when  penniless. 

When  the  state  possesses  property,  in  land  or  otherwise, 
which  there  are  not  strong  reiiaous  of  public  utihty  for  its 
retaining  at  its  disposal,  this  should  be  employed,  as  far  as 
it  will  go,  in  extinguishing  debt.  Any  casual  gain,  or  god- 
send, is  naturally  devoted  to  the  same  pm-pose.  Beyond 
this,  the  only  mode  which  is  both  just  and  feasible,  of  extin- 
guishing or  reducing  a  national  debt,  is  by  means  of  a  sur- 
plus revenue. 

§  3.  The  desirableness,  per  se,  of  maintaining  a  eurplua 
for  this  purpose  does  not,  I  think,  admit  of  a  doubt.  We 
sometimes,  indeed,  hear  it  said  that  the  amount  sliould 
rather  be  left  to  ''  fructify  in  the  pockets  of  the  people." 
This  is  a  good  argument,  as  far  as  it  goes,  against  levying 
taxes  unnecessarily  lor  purposes  of  unproductive  expendi- 
ture, but  not  against  paying  off  a  national  debt.  For,  what 
is  meant  by  the  word  fructify?  If  it  means  anything,  it 
means  productive  employment ;  and  as  an  argument  against 
taxation,  M-e  must  understand  it  to  assert,  that  if  the  amount 
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were  left  with  the  people  tbey  would  save  it,  and  convert  it 
into  capital.  It  is  probable,  indeed^  that  they  wonld  save  a 
part,  bnt  eirtremelr  improbable  tliat  they  wonld  save  the 
whole  :  wliile  if  taken  l>y  taxation,  and  employed  in  paring 
off  debt,  the  whole  is  eaved.  and  made  productive.  To  the 
fundholder  who  receives  the  payment  it  i»  already  capital, 
not  revenue,  and  he  will  make  it  *'  fnictify,"'  that  it  may 
continne  to  afford  him  an  income.  The  objection,  therefore, 
is  not  only  gi'oundless.  bnt  the  real  argament  is  on  the  other 
eide :  the  amount  is  mnch  more  certain  of  finictifyiug  if  it  is 
not  "  left  in  the  pockets  of  the  people.'^ 

It  is  not,  however,  advisable  in  all  cases  to  maintain  a 
surplus  revenue  for  the  extinction  of  debt.  The  advantage 
of  paying  off  the  national  debt  of  Great  Britain,  for  instance, 
is  that  it  would  enable  us  to  get  rid  of  the  wor?e  half  of  our 
taxation.  But  of  this  worse  half  some  portions  must  be 
worse  than  others,  and  to  get  rid  of  those  would  l>e  a  greater 
benefit  projiortionally  than  to  get  rid  of  the  rest.  If  re- 
nouncing a  surplus  revenue  would  enable  us  to  dispense 
MTith  a  tax,  we  ought  to  consider  the  verj'  woi^t  of  all  our 
taxes  as  precisely  the  one  which  we  are  keeping  up  for  the 
sake  of  ultimately  abolishing  taxes  not  so  bad  as  itself.  In 
a  countrv  advancing'  in  wealth,  whose  increaeins  revenue 
gives  it  the  power  of  ridding  itself  from  time  to  time  of  the 
most  inconvenient  portions  of  its  taxation,  I  conceive  that 
the  increase  of  revenue  should  rather  be  disposed  of  by  tak- 
ing off  taxes,  than  by  liquidating  debt,  as  long  as  any  very 
objectionable  imposts  remain.  In  the  present  state  of  Eng- 
land, therefore,  I  hold  it  to  be  good  policy  in  the  govern- 
ment, when  it  has  a  surplus  of  an  apparently  permanent 
character,  to  take  off  taxes,  provided  these  are  rightly  se- 
lected. Even  when  no  taxes  remain  but  such  as  are  not 
unfit  to  form  part  of  a  peimanent  system,  it  is  wise  to  con- 
tinue the  same  policy  by  experimental  reductions  of  those 
taxes,  until  the  point  is  discovered  at  which  a  given  amount 
of  revenue  can  be  raised  with  the  smallest  pressure  on  the 
contributors.     After  this,  such,  surplus  revenue  as  might 
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arise  from  any  farther  increase  of  the  produce  of  the  taxes, 
should  not,  I  conceive,  be  remitted,  but  applied  to  the  re- 
demption of  debt.  Eventually,  it  might  be  expedient  to  ajt- 
propriate  the  entire  produce  of  particular  taxus  to  this  pur- 
pose ;  since  there  would  be  more  assurance  that  the  liqui- 
dation would  be  persisted  in,  if  the  fund  destined  to  it  were 
kept  apart,  and  not  blended  with  the  general  revenues  of 
the  state.  The  succession  duties  would  be  peculiarly  suited 
to  such  a  purpose,  since  taxes  paid  as  they  are,  out  of  capi- 
tal, would  be  better  employed  in  reimbursing  capital  than 
in  defraying  current  expenditure.  If  this  separate  appro- 
priation were  made,  any  surplus  afterwards  arising  from  the 
increasing  produce  of  the  other  taxes,  and  from  the  saving 
of  interest  on  the  successive  portions  of  debt  paid  off,  might 
form  a  ground  for  a  remission  of  taxation. 

It  has  been  contended  that  some  amount  of  national  debt 
is  desirable,  and  almost  indispensable,  as  an  investment  for 
the  savings  of  the  poorer  or  more  inexperienced  part  of  the 
community.  Its  conrcnience  in  that  respect  is  undeniable  ; 
but  (besides  that  the  progress  of  industry  is  gradually 
affording  other  modes  of  investment  almost  as  safe  and  nn- 
troublesome,  such  as  the  shares  or  oljligations  of  great  pub- 
lic companies)  the  only  real  superiority  of  an  iuvestment  in 
the  funds  consists  in  the  national  guarantee,  and  this  could 
be  afforded  by  other  means  Uian  that  of  a  public  debt,  in- 
volving compulsory  taxation.  One  mode  which  would  an- 
6wer  the  purpose,  would  be  a  national  bank  of  deposit  and 
discoimt,  with  ramifications  throughout  the  country ;  which 
might  receive  any  money  confided  to  it,  and  either  fund  it 
at  a  fixed  rate  of  interest,  or  allow  interest  on  a  floating  bal- 
ance, like  the  joint  stock  banks  ;  the  interest  given  hcing  of 
course  lower  than  the  rate  at  which  individuals  can  borrow, 
in  proportion  to  the  greater  Becurity  of  a  government  invest- 
ment ;  and  the  expenses  of  the  establishment  being  defrayed 
by  the  difference  between  the  interest  which  the  bank 
would  pay,  and  that  which  it  would  obtain,  by  lending  its 
deposits  on  mercantile,  landed,  or  other  security.    Thetci  w:«. 


CEAPTEE  Vm. 

OF  THE  ORDLVARY  FUNCTIONS  OF  GOVERKMEKT,  CONSIDERED 
AS  TO   THEIR  ECONOMICAL  EFTECrS. 


§  1.  Before  we  discuss  the  line  of  demarcation  between 
the  things  with  which  govemmeut  aliould,  and  those  with 
which  thej  should  not,  directly  interfere,  it  is  necessary  to 
consider  the  economical  effects,  whether  of  a  bad  or  of  a 
good  complexion,  arising  from  the  manner  in  which  they 
acquit  themselves  of  the  duties  which  devolve  on  them  in 
all  societies,  and  which  no  one  denies  to  be  incumbent  on 
them. 

The  first  of  these  is  tlie  protection  of  person  and  proper- 
ty. There  ia  no  need  to  expatiate  on  the  influence  exer- 
cised over  the  economical  interests  oi'  aoeiety  by  the  degree 
of  completeness  with  which  this  duty  of  government  is  per- 
formed- Insecurity  of  person  and  pro]ierty,  is  as  much  as 
to  say,  uncertainty  of  the  connexion  between  all  human 
exertion  or  sacrifice,  and  the  attainment  of  the  ends  for  the 
sake  of  which  they  are  undergone.  It  means,  miceitainty 
whether  they  who  sow  shall  reap,  whether  they  w^lio  pro- 
duce shall  eousiunc,  and  they  who  spare  to-day  shall  enjoy 
to-morrow.  It  means,  not  only  that  labour  and  frugality 
are  not  the  road  to  acquisition,  bnt  that  violence  is.  When 
person  and  property  are  to  a  certain  degree  insecure,  all  the 
possessions  of  the  weak  are  at  the  mercy  of  the  strong.  No 
one  can  keep  what  he  has  produced,  unless  he  is  more  ca- 
pable of  delending  it,  than  others  who  give  no  part  of  tlieir 
time  and  exertions  to  useful  industry  are  of  taking  it  from 
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him.  The  productive  classes,  tlierefore,  when  the  inseeuritj 
surpasses  a  certain  point,  being  une^^ual  to  their  own  jtro- 
tcc'tion  ngairist  the  predatory  popidation,  are  obliged  to 
place  themselves  individnally  lu  a  state  of  dependence  on 
some  member  of  the  predatory  class,  that  it  may  be  his  in- 
terest to  Biiield  tlieni  from  all  depredation  except  his  own. 
In  tliis  manner,  in  the  middle  agee,  allodial  property  gene- 
rally became  feudal,  and  numbers  of  the  poorer  freemen 
voluntarily  made  themselves  and  their  posterity  serfs  of 
some  military  lord. 

Nevcrtlicless,  in  attaching  to  tliis  great  requisite,  secu- 
rity of  i>c-rj=on  and  property,  tlie  importance  whit'h  is  justly 
due  to  it,  we  must  not  forget  that  even  for  economical  pur- 
poges  tlierc  arc  other  tilings  quite  afc  indispensable,  the  pres- 
ence of  which  will  often  make  up  for  a  very  considerable 
degi'ee  of  imperfection  in  the  protective  armngements  of 
government.  As  was  observed  in  a  previous  chapter,*  the 
free  cities  of  Italy,  Flan<lers,  and  thcllanseatic  league,  were 
liahitually  in  a  state  of  snch  internal  turbulence,  varied  by 
such  dcstriK'tive  cxtenial  wars,  that  person  and  property 
enjoyed  very  imperfect  protection ;  yet  during  eeveral  cen- 
turies they  increased  rapidly  in  wealth  and  prosperity, 
brought  many  of  the  industrial  arts  t<)  a  high  degree  of  ad* 
vancemcnt,  carried  on  distant  and  dangerous  voyages  of  ex- 
])loration  and  commerce  with  extraordinary  snceese,  became 
an  ovei-matcli  in  power  for  the  greatest  feudal  lords,  and 
could  defend  themselves  even  against  the  sovereigns  of  En- 
rope:  because  in  the  midst  of  turmoil  and  violence,  the  citi- 
zens of  those  towns  enjoyed  a  certain  rude  freedom,  under 
conditions  of  nnion  and  co-operation,  which,  taken  together, 
made  them  a  brave,  energetic,  and  liigh-HpiritHl  j>et>i)le,  and 
fostered  a  great  amount  of  public  spirit  and  patriotism. 
Tlie  prosi>erity  of  these  and  other  free  states  in  a  lawless 
age,  shows  that  a  certain  degi-ee  of  insecurity,  in  some  com- 
binations of  circumstances,  has  good  as  well  as  bad  effects, 
by  making  energy  and  practical  ability  the  conditions  of 
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Bafety.  rnBecmity  paralyzes,  only  wlien  it  is  such  in  natwro 
and  in  degree,  that  no  energy,  of  which  mankind  iu  general 
are  capable,  affords  any  tolerable  me^ns  of  eelf-protection. 
And  this  is  a  main  reason  why  oppression  by  tlie  govern- 
ment, "whose  power  is  generally  irresistible  by  any  efforts 
that  can  be  made  by  individuals,  has  so  mnch  more  baneful 
an  effect  on  the  springs  of  national  prosperity,  than  almost 
any  degree  of  lawlessness'  and  turbulence  under  free  institu- 
tions. Xations  have  acquired  some  wealth,  and  made  sonic 
progress  in  improvement,  in  states  of  social  union  so  im- 
perfect as  to  border  on  anarchy  :  but  no  countries  in  which 
the  j>e<3ple  were  exposed  without  limit  to  arbitrary  exactions 
from  the  officers  of  government,  over  yet  continued  to  have 
induetiT  or  wealth.  A  few  generations  of  such  a  govern- 
ment never  fail  to  extinguif?;h  both.  Some  of  the  fairest, 
and  once  the  most  prosperous,  regions  of  the  earth,  have, 
under  tlie  Roman  and  afterwards  under  the  Turkish  domin- 
ion, been  reduced  to  a  desert,  solely  by  that  cause.  I  say 
eolely,  because  they  would  have  recovered  with  the  utmost 
rapidity,  as  countries  always  do,  from  the  devastations  of 
war,  or  any  other  temporary  calamities.  Difficulties  and 
liaixlBbips  are  often  but  an  incentive  to  exertion  :  what  is 
fatal  to  it,  is  the  belief  tliat  it  will  not  be  suffered  to  produce 
its  fruits. 


§  2.  Simple  over-taxation  by  government,  though  a  great 
evil,  is  not  comparable  in  the  economical  part  of  its  mischiefs 
to  esaetions  much  more  moderate  in  amount,  whicli  cither 
subicct  the  contributor  to  the  arbitrary  mandate  of  govern- 
ment officers,  or  are  so  laid  on  as  to  place  skill,  industry,  and 
frugality,  at  a  disadvantage.  The  burthen  of  taxation  in  our 
own  c-oimtry  is  very  great,  yet  as  every  one  knows  its  limit, 
and  is  seldom  made  to  pay  more  than  he  expects  and  cab 
cnlates  on,  and  as  the  modes  of  taxation  are  not  of  such  a 
kind  as  much  to  impair  the  motives  to  industry  and  economy, 
the  sources  of  prosperity  are  little  diminished  by  the  pressure 
of  taxation  ;  they  may  even,  as  some  think,  be  increased,  by 
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die  extra  exertions  made  to  compensate  for  the  pressure  of 
the  taxes.  But  in  the  harharous  despotisms  of  man;|-  coun- 
tries of  the  East,  wliere  taxation  cousists  iu  fasteiiiug  upon 
those  who  have  succeeded  in  acquiring  something,  iu  order 
to  confiscate  it,  unless  the  possessor  buys  its  release  by  sub- 
mitting to  give  some  large  sum  as  a  compromise,  we  cannot 
expect  to  find  voluntary  industry,  or  wealth  derived  from  any 
source  hut  plunder.  And  even  in  comparatively  civilized 
countries,  bad  modes  of  raising  a  revenue  have  had  etfects 
similar  in  kind,  though  in  an  interior  degree.  French  writers 
before  the  Revolution  represented  the  iaille  as  a  main  cause 
of  the  backward  state  of  agricultm-e,  and  of  the  wretched 
condition  of  the  rural  population ;  not  from  its  amount,  but 
because,  being  proportioned  to  the  visible  capital  of  the  cul- 
tivator, it  gave  him  a  motive  for  appearing  poor,  which 
sufficed  to  turn  the  scale  iu  favour  of  indolence.  The  arbi- 
trary powers  also  of  fiscal  officers,  of  intendmits  and  suhde- 
^'</K<f*,  were  more  destnictive  of  prosperity  than  a  far  larger 
amount  of  exactions,  because  they  destroyed  security :  there 
was  a  marked  superiority  in  the  condition  of  ti\e  jxtys  d'ctatsy 
wliich  were  exempt  from  this  scourge.  The  uuiveri^al  veual- 
ity  ascribed  to  Russian  functionaries,  must  be  an  immense 
drag  on  the  capabilities  of  economical  improvement  possessed 
so  abundantly  by  the  Russian  empire :  since  the  emohmienta 
of  public  officers  must  depend  on  the  success  witli  which  they 
can  multiply  vexations,  for  the  pui-pose  of  being  bought  off 
by  bribes. 

Yet  mere  excess  of  taxation,  even  when  not  aggravated 
by  uncertainty,  is,  independently  of  its  injustice,  a  serious 
economical  evil  It  may  be  carried  so  far  as  to  discourage 
industry  by  insufficiency  of  reward.  Very  long  before  it 
reaches  this  point,  it  prevents  or  greatly  checks  accumula- 
tion, or  causes  the  capital  accumulated  to  be  sent  for  invest- 
ment to  foreign  countries.  Taxes  which  fall  on  profits,  even 
though  that  kind  of  income  may  not  pay  more  than  its  just 
share,  necessarily  diminish  the  motive  to  any  saving  except 
for  iDvestment  iu  Ibreign  countries  where  profits  are  higher. 
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Holland,  for  example,  seems  to  have  long  ago  readied  the 
practical  minimum  of  profits :  already  in  the  last  century 
her  wealthy  capitalists  had  a  great  part  of  their  fortunes  in- 
vested in  the  loans  and  joint-stock  speculations  of  other  coun- 
tries :  and  this  low  rate  of  profit  is  ascribed  to  the  heavy  tax- 
ation, which  had  been  in  some  measure  forced  on  her  by  tlie 
circumstances  of  her  position  and  history.  The  taxes  indeed, 
beeides  their  great  amount,  were  many  of  them  on  ueces- 
earies,  a  kind  of  tax  peculiarly  injurious  to  industry  and  accu- 
mulation. But  when  the  a^rrcgate  amoxmt  of  taxation  is 
very  great,  it  is  inevitable  that  recourse  must  be  had  for  part 
of  it  to  taxes  of  an  objectionable  rharacter.  And  any  taxes 
on  consumption,  when  heavy,  even  if  not  operating  on  profits, 
liave  something  of  the  same  effect,  by  dnving  persons  of 
moderat-e  means  to  live  abroad,  often  taking  their  capital 
with  tliera.  Although  I  by  no  means  join  with  those 
political  economists  who  think  no  &tate  of  national  exist- 
ence desirable  in  which  there  is  not  a  rapid  increase  of 
wealth,  I  cannot  overlook  the  many  disadvantagcB  to  an 
independent  nation  from  being  brought  jirematurely  to  a 
stationary  state,  while  the  neighbouring  countries  continue 
advancing. 

§  3.  The  subject  of  protection  to  person  and  property, 
considered  as  afforded  by  government,  ramifies  widely,  into 
a  numl>er  of  indirect  channels.  It  embraces,  for  example, 
the  whole  subject  of  the  perfection  or  inefficiency  of  the 
means  provided  for  the  ascei-tainment  of  rights  and  the  re- 
dress of  injuries.  Person  and  property  cannot  be  considered 
secure  where  the  administration  of  justice  is  imperfect,  either 
from  defect  of  integrity  or  capacity  in  the  tribmials,  or  becmise 
the  delay,  vexation,  and  ex])en8e  accompanying  their  oper- 
ation impose  a  heavy  tax  on  those  who  appeal  to  them,  and 
make  it  preferable  to  submit  to  any  endurable  amount  of  the 
evils  which  they  arc  designed  to  remedy.  In  England  tliere 
ifl  no  fault  tn  be  found  with  the  administration  of  justice,  in 
point  of  pecuniary  integrity ;  a  result  which  the  progress  of 


eocial  im])rovemcnt  ma}'  ul&o  bo  Buppuseil  to  have  brought 
about  in  aeveral  other  uatious  of  Europe.  But  legal  and 
judicial  imperfection 8  of  other  kinds  are  abun<lant ;  and,  iu 
England  especially,  are  a  large  abatement  from  the  value  of 
the  services  which  tlio  goveminout  renders  back  to  tlie 
people  in  return  for  our  enormous  taxation.  In  tlie  first 
place,  the  incognoscihility  (as  Bentliam  termed  it)  of  the 
law,  and  its  exti'eme  uncertainty,  even  to  those  who  beet 
know  it,  render  a  resort  to  the  tribunals  often  necessary  for 
obtaining  justice,  when,  there  being  110  dispute  as  to  fat^ts, 
no  litigation  ought  to  be  required.  In  tlie  next  i>laoe,  the 
procedure  of  the  tribunals  is  bo  replete  with  delay,  vexation, 
and  expense,  that  the  price  at  which  justice  is  at  last  obtained 
is  an  evil  outweighing  a  very  considerable  amount  of  injust- 
ice ;  and  the  wrong  side,  even  that  which  the  law  considers 
such,  lias  many  chances  of  gaining  its  point,  through  the 
abandonment  of  litigation  by  the  other  party  for  want  of 
funds,  or  through  a  compromise  in  which  a  sacrifice  is  made 
of  Just  riglits  to  terminate  the  suit,  or  through  some  technical 
quirk,  whereby  a^decision  is  obtained  on  some  otlier  ground 
than  the  merits.  This  last  detestable  incident  often  happens 
without  blanjc  to  the  judge,  under  a  system  of  law,  of  which 
a  great  part  rests  on  no  rational  principles  adapted  to  the 
j)reseul  state  of  society,  but  was  originally  founded  partly  on 
a  kuul  of  whims  and  conceits,  and  partly  on  the  principles 
and  incidents  of  feudal  tenure,  (which  now  survive  only  as 
legal  fictions ;)  and  has  only  been  very  imperfectly  adapted, 
as  cases  arose,  to  the  changes  which  had  taken  place  in  society. 
Of  all  parts  of  the  English  legal  system,  tlie  Comt  of  Chau- 
cei-y,  whicli  has  the  best  substantive  law,  has  hitherto  been 
incomparably  tlie  worst  as  to  delay,  vexation,  and  expense; 
and  this  is  the  oidy  tribunal  for  most  of  the  classes  of  cases 
which  are  in  their  nature  the  most  conjplicated,  such  as  cases 
of  partnership,  and  the  great  range  and  variety  of  cases  which 
come  under  the  denomination  of  trust.  The  recent  reforms 
in  this  Court  have  abated  the  mischief,  but  are  still  far  from 
h&ving  removed  it. 
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Fortunately  for  the  prosperity  of  England,  the  greater 
part  of  the  mercantile  law  is  comparatively  moUorii,  and 
was  made  by  the  ti'ibnnals,  by  the  simple  process  of  recog- 
nising and  giving  force  of  law  to  the  usages  which,  from 
motives  of  convenience,  had  grown  up  among  merchants 
tiiemselves :  so  that  tliis  part  of  tlie  law,  at  k^act,  was  sub- 
stantially made  by  those  who  were  most  iutercsted  in  its 
goodness :  while  the  defects  of  the  tribunals  have  been  the 
less  practically  pernicious  in  reference  to  conmierciaL  trans- 
actions, because  the  importance  of  credit,  wliich  depends  on 
character,  renders  the  restraints  of  opinion  (though,  as  daily 
experience  proves,  an  insufficient)  yet  a  very  powerful,  pro- 
tection against  those  forma  of  mercantile  dishonesty  which 
ai'e  generally  recognised  as  such. 

The  imperfections  of  the  law,  both  in  itfi  substance  and 
in  its  procedure,  fall  heaviest  upon  the  interests  connected 
^vith  what  is  technically  called  vi^al  property  ;  in  the  general 
language  of  European  jurisprudence,  inunovcable  property. 
With  respect  to  all  this  portion  of  the  wealth  of  the  com- 
munity, the  law  fails  egregionsly  in  the  protection  which  it 
undertakes  to  provide.  It  fails,  first,  by  the  uncertainty, 
and  the  maze  of  technicalities,  which  make  it  impossible  for 
any  one,  at  however  great  an  expense,  to  possess  a  title  to 
land  which  he  can  positively  know  to  be  unassailable.  It 
fails,  secondly,  in  omitting  to  provide  due  evidence  of  trans- 
actions, by  a  proper  registration  of  legal  documents.  It 
fails,  thirdly,  by  creating  a  necessity  for  operose  and  expen- 
sive instruments  and  foi-mallties  (independently  of  fiscal 
bm*thens)  on  occasion  of  the  purchase  and  sale,  or  even  the 
lease  or  mortgage,  of  immoveable  property.  And,  fourthly, 
it  fails  by  the  intolerable  expense  and  delay  of  law  proceed 
ings,  in  almost  all  cases  in  which  real  property  is  concerned. 
There  is  no  doubt  that  the  greatest  sufferers  by  the  defects 
of  the  higher  courts  of  civil  law  are  the  landowners.  Legal 
expenses,  cither  those  of  actual  litigation,  or  of  the  prepara- 
tion of  legal  instruments,  form,  I  apprehend,  no  inconsidora- 
ble  item  in  the  annua!  expenditure  of  most  persons  of  large 
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landed  pro;)erty,  and  the  saleable  value  of  tlieir  land  is 
greatly  imjxiired,  hy  the  difficulty  of  giving  to  the  buyer 
complete  coufidence  in  the  title  ;  independently  of  the  legal 
expenses  •\vliich  accompany  the  transfer.  Yet  the  land- 
ownei's^though  they  have  been  masters  of  the  legislation  of 
England,  to  say  the  least  eince  168S,  have  never  made  a 
single  move  in  tlie  direction  of  law  reform,  and  have  been 
strenuous  opponents  of  some  of  the  improvements  of  whleU 
tliey  would  more  i)artic'nlarly  reap  tlie  benefit ;  especially 
that  great  one  of  a  registration  of  contracts  affecting  land, 
which  when  pi-oposed  by  a  Commission  of  eminent  real 
property  lawyers,  and  introduced  into  the  House  of  Coin- 
moUB  by  Lord  Canii.>bell,  was  so  offensive  to  the  general  body 
of  landlords,  and  was  rejected  by  so  large  a  majority,  as  (o 
have  long  discouraged  any  repetition  of  the  attempt.  This 
irrational  hostility  to  improvement,  in  a  case  in  which  their 
own  interest  would  be  the  most  benefited  by  it,  must  be 
ascribed  to  an  intense  timidity  on  the  snbject  of  their  titlesj 
generated  by  the  defects  of  the  very  law  which  they  refiise 
to  alter ;  and  to  a  conscious  ignorance,  and  incapacity  of 
judgment,  on  all  legal  subjeets,  which  makes  them  help- 
lessly defer  to  the  opinion  of  their  professional  advisers, 
heedless  of  the  fact  that  every  impei-fection  of  the  law,  in 
proportion  as  it  is  burthensome  to  them,  brings  gain  to  the 
lawyer. 

In  so  far  as  the  defects  of  legal  arrangements  are  a  mere 
burthen  on  the  landowner,  they  do  not  much  affect  the 
sources  of  production  ;  but  the  uncertainty  of  the  title 
under  which  land  is  held,  must  often  act  as  a  great  dis- 
oouragement  to  the  expenditure  of  capital  in  its  improve- 
ment; and  the  expense  of  making  transfers,  operates  to 
prevent  land  from  coming  into  the  liands  of  those  who  would 
use  it  to  most  advantage  ;  often  amounting,  in  the  case  of 
small  purchases,  to  more  than  the  price  of  the  land,  and 
tantamount,  therefore,  to  a  prohibition  of  the  purchase  and 
sale  of  land  in  small  portions,  unless  in  exceptional  circum- 
stances.    Such  purchases,  however,  are  almost  everywhere 
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extroiaelj'  desii*al>]E,  there  being  hardly  any  country  in 
which  landed  property  U  not  either  too  iimch  or  too  little 
snbdivided,  requiring  either  that  great  estates  should  be 
broken  down,  or  that  small  ones  ehould  be  bought  up  and 
consolidated.  To  make  land  as  easily  transferable  as  stock, 
would  be  one  of  the  greatest  economical  improvements 
which  could  be  bestowed  on  a  country  ;  and  lias  been 
shown,  again  and  again,  to  have  no  insuperable  difficulty 
attending  it. 

Besides  the  excellences  or  defects  that  belong  to  the  law 
and  judicature  of  a  country  as  a  system  of  arraugenients  for 
attaining  direct  practical  ends,  much  also  dot>end6,  even  in 
an  economical  jK>int  of  view,  upon  the  moral  influences  of 
the  law.  Enough  has  been  said  in  a  former  place,*  on  the 
degree  in  which  both  the  industi-ial  and  all  other  combined 
operations  of  mankind  depend  for  efficiency  on  tholr  being 
able  to  rely  on  one  another  for  probity  and  fidelity  to 
■  engagements ;  from  which  we  Bee  how  greatly  even  the 
economical  prosperity  of  a  count rj'  is  liable  to  be  affected, 
by  anything  in  its  institutions  by  which  either  integrity 
and  trustworthiness,  or  the  contrary  qualities,  are  encour- 
aged. The  law  everywhere  ostensibly  favours  at  least  pecu- 
niary honesty  and  the  faith  of  contracts ;  but  if  it  aflbrda 
facilities  for  evading  those  obligations,  by  trick  and  chican- 
ery, or  by  the  unscnipulous  use  of  riches  in  inistituting  un- 
just or  resisting  just  litigation  ;  if  there  are  ways  and  means 
by  which  persons  may  attain  the  ends  of  roguery,  under  the 
appai-eut  sanction  of  the  law ;  to  that  extent  the  law  is 
demoralizing,  even  in  regard  to  pecuniary  integrity.  And 
such  cases  are,  unfortunately,  frequent  under  the  English  sys- 
tem. If,  again,  the  law,  by  a  misplaced  indulgence,  protects 
idleness  or  prodigality  against  their  natural  consequences, 
or  dismisses  crime  with  inadequate  penalties,  the  effect, 
both  on  the  ]irudential,  and  on  the  social  virtues,  is  un- 
favourable. "When  the  law,  by  its  own  dispensations  and 
injunctions,   establishes  injustice  between   indi\ndual   and 
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individual ;  as  all  laws  do  which  recognise  any  form  of 
slavery ;  as  the  laws  of  all  countries  do,  though  not  all  in 
the  same  degi-ee,  in  respect  to  the  family  relations ;  and  as 
the  laws  of  many  countries  do,  thougli  in  still  more  unequal 
degrees,  as  between  rich  and  poor ;  the  effect  on  the  moral 
sentiments  of  the  people  is  still  more  disastrous.  But  th^e 
subjects  introduce  considerations  so  much  larger  and  deeper 
than  those  of  political  economy,  that  I  only  advert  to  them 
in  order  not  to  pass  wholly  unnoticed,  things  superior  in 
importance  to  those  of  which  I  treat. 


§  1.  Havxsg  spoken  thus  far  of  the  effects  produced 
by  the  excellences  or  defects  of  the  general  system  of  the 
law,  I  ghall  now  touch  upon  tliose  resulting  from  the  special 
character  of  particular  parts  of  it.  As  a  selection  must  be 
made,  I  shall  confine  myself  to  a  few  leading  topics.  The 
portions  of  the  civil  law  of  a  country  whicii  are  of  most 
importance  economically  (next  to  those  which  determine  the 
i(t<tiu^  of  the  labourer,  as  slave,  serf^  or  free),  are  those  rela- 
ting to  the  two  subjects  of  Inheritance  and  Contract.  Of 
the  laws  relating  to  contract,  none  are  more  important 
economically,  than  the  laws  of  partnership,  and  those  of 
insolvency.  It  happens  that  on  all  these  three  points, 
there  is  just  ground  for  condemning  some  of  the  provisions 
of  the  English  law. 

"With  regard  to  Inheritance,  I  have,  in  an  early  chapter, 
considered  the  general  principles  of  the  subject,  and  sug- 
gested what  appear  to  me  to  be,  putting  all  prejudices  apart, 
the  beet  dispositions  which  the  law  could  adopt.  Freedom 
of  bequest  as  the  general  rule,  but  limited  by  two  things : 
first,  that  if  they  arc  descendants,  who,  being  unable  to 
provide  for  themselves,  would  become  burthensome  to  the 
state,  the  equivalent  of  wliatevcr  the  state  would  accord  to 
them  should  be  reserved  from  the  property  for  their  benefit : 
and  secondly,  that  no  one  pereon  should  be  jjermittwd  to 
acquire  by  inheritance,  more  than  the  amount  of  a  nioilcrate 
uttdependence.  In  case  of  intestacy,  the  whole  property 
to  escheat  to  the  state :  which  should  be  bound  to  make  a 
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jufit  and  reasonable  provision  for  descendants,  tliat  is,  such 
a  provision  as  the  parent  or  ancestor  ought  to  Imve  made^ 
their  circumstances,  capacities,  and  mode  of  bringing  up 
being  considered. 

The  laws  of  inheritance,  however,  have  probablj-  several 
phases  of  improvement  to  go  through,  before  ideas  so  far 
removed  from  present  modes  of  thinking  will  be  taken  into 
BeriouB  consideration  :  and  as,  among  the  recognised  modes 
of  determining  the  succession  to  property,  some  must  be 
better  an<I  others  worse,  it  is  necessary  to  consider  which  of 
them  deserves  the  preference.  As  an  intermediate  coarse, 
therefore,  I  would  recommend  the  extension  to  all  property, 
of  the  present  English  law  of  inheritance  affecting  personal 
property  (freedom  of  bequest,  and,  in  case  of  intestacy, 
equal  division) :  except  that  no  rights  sliould  be  acknowl- 
edged in  collateralfi,  and  that  the  property  of  those  who  have 
neither  descendants  nor  ascendants,  and  make  no  will, 
eliouM  escheat  to  the  state. 

The  laws  of  existing  nations  deviate  from  these  maxims 
in  two  opposite  ways.  In  England,  and  in  most  of  the 
countries  M*here  the  influence  of  feudality  is  still  felt  \n  the 
laws,  one  of  the  ohjects  aimed  at  in  respect  to  laud  and 
other  immoveable  property,  is  to  keep  it  together  in  large 
masses  :  accordingly,  in  cases  of  intestacy,  it  passes,  gener- 
ally speaking  (fur  the  local  custom  of  a  few  places  is  differ- 
ent), exclusively  to  the  eldest  son.  And  though  the  rule  of 
primogeniture  is  not  binding  on  testators,  who  in  England 
have  nominally  the  power  of  bequeathing  their  property  as 
they  please,  any  proprietor  may  eo  exercise  this  power  as  to 
deprive  his  successors  of  it,  by  entailing  the  property  on  one 
particular  line  of  his  descendants :  which,  besides  preventing 
it  from  passing  by  inhentance  in  any  other  than  the  pre- 
scribed manner,  is  attended  with  the  incidental  consequence 
of  precluding  it  from  being  sold  ;  since  each  successive  pos- 
sessor, having  only  a  life  interest  in  the  property,  cannot 
alienate  it  for  a  longer  period  than  his  own  life.  In  some 
other  countries,  suclv  as.  YTOucft,  the  law,  on  the  contrary, 
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compels  division  of  inheritances ;  not  only,  in  case  of 
intestacy,  ehai'ing  tlie  property,  both  reiil  and  personal, 
equally  among  all  the  children,  or  (if  there  are  uo  cliil- 
dren)  among  all  relatives  in  the  same  degree  of  propin- 
quity ;  but  also  not  recognising  any  power  of  l>equest,  or 
recognising  it  over  only  a  limited  portion  of  the  property,  the 
remainder  being  subjected  to  conipnlsory  equal  division. 

Neither  of  these  syetems,  1  apprehend,  was  introduced, 
or  is  perhaps  maintained,  in  the  countries  wliere  it  exists, 
trom  any  general  considerations  of  justice,  or  any  foresight 
of  economical  consequences,  but  chiefly  from  jXtUtical 
motives;  in  the  one  case  to  keep  up  lai^  hereditary 
fortunes,  and  a  landed  aristocracy ;  in  the  other,  to  break 
these  down,  and  prevent  their  i-esurreotiun.  Tlie  first 
object,  as  an  aim  of  national  policy,  I  conceive  to  be  emi- 
nently unJesii-able :  with  regard  to  the  second,  I  have 
pointed  out  what  seems  to  me  a  better  uaodc  of  attaining 
it.  The  merit,  or  demerit,  however,  of  either  purpose, 
belongs  to  the  general  science  of  politics,  not  to  tbe  limited 
department  of  that  science  whicli  is  here  treated  of  Each 
of  the  two  systems  is  a  real  and  etfieicnt  instrument  (or  the 
purjwse  intended  by  it ;  but  each,  as  it  appears  to  me, 
achieves  that  pm-pose  at  the  cost  of  much  mischief 
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§  2.  There  are  two  ari^nments  of  an  economical  char- 
acter, wliich  are  urged  in  favuiir  of  primogeniture.  One  is, 
the  stimulus  applied  to  the  industry  and  ambition  of  young- 
er children,  by  leaving  them  to  be  the  architects  of  their 
own  fortunes.  Tliis  ar«rumcnt  was  put  by  Dr.  Johnson  in 
a  manner  more  tbrcible  than  comphmentary  to  an  hereditary 
aristocracy,  when  he  said,  by  May  of  recommendation  of 
primogeniture,  that  it  ''  makes  but  one  fool  in  a  family." 
It  is  curious  that  a  defender  of  aristocratic  institutions 
should  be  the  person  to  assert  tJiat  to  inherit  sucli  a  fortune 
as  takes  away  any  necessity  for  exertion,  is  generally  fatal  to 
activity  and  strength  of  mind  :  in  the  present  state  of  educa- 
tion, however,  the  pi-oposition,  with  some  allowance  for. 
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exaggeraiion,  may  be  admitted  to  be  true.  But  wliatever 
fi.)rce  tliere  is  in  the  argument,  ooimts  in  favour  of  limiting 
tlie  eldest,  ae  well  as  all  the  other  chihlren,  to  a  mere  pro- 
vision, and  dispensing  with  even  the  **  one  fool "  whom  Dr 
Johnflon  was  willing  to  tolerate.  If  imeamed  riches  are  so 
pernicious  to  the  character,  one  does  not  see  why,  lii  order  to 
withhold  the  poison  from  the  jimior  members  of  a  family, 
there  should  be  no  way  but  to  unite  all  their  separate  por- 
tions, and  administer  them  in  the  largest  possible  dose 
to  one  selected  victim.  It  cannot  be  nece^ary  to  inflict  this 
great  evil  on  the  eldest  sou,  for  want  of  knowing  what  else 
to  do  with  a  large  fortune. 

Some  writers,  however,  look  upon  the  effect  of  primo- 
geniture in  stimulating  industry,  as  depending,  not  so  much 
on  the  poverty  of  the  younger  children,  as  on  the  contrast 
between  that  poverty  and  the  riclies  of  the  elder;  thinking 
it  indispensable  to  the  activity  and  energy  of  the  hive,  that 
there  should  be  a  huge  drone  here  and  there,  to  impress  the 
working  bees  vnth  a  due  sense  of  the  advantaij^es  of  honev. 
*'Tlieir  inferiority  in  point  of  wealth,"  says  Mr.  M'Cnlloch, 
speaking  of  the  younger  children,  "  and  their  desire  to 
escape  from  this  lower  station,  and  to  attain  to  the  same 
level  with  their  elder  brothei-s,  inspires  them  with  an  energy 
and  vigour  they  could  not  otherwise  feel.  But  the  advantage 
of  preserving  large  estates  from  being  frittered  down  by  a 
scheme  of  equal  division,  is  not  limited  to  its  influence 
over  the  younger  children  of  their  owners.  It  raises  uni- 
versally the  standard  of  competence,  and  gives  new  force  to 
the  springs  which  set  industry  in  motion.  The  manner  of 
living  iunong  the  great  hiiidlonk  is  that  in  which  every  one 
is  ambitious  of  being  able  to  indulge ;  and  their  habits  of 
expense,  though  sometimes  injurious  to  themselves,  act  as 
powerful  incentives  to  the  ingenuity  and  enterprise  of  the 
other  classes,  ivho  never  think  their  fortunes  sufficiently 
ample,  imless  they  will  enable  them  to  emulate  the  splendour 
of  the  richest  landlords ;  so  that  the  custom  of  primogeuiture 
seems  to  render  all  classes  more  industrious,  and  to  augment 
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at  the  snnie  time,  the  mass  of  wealtli  and  tlie  scale  of 
enjoyment."  * 

Tlic  portion  of  truth,  I  can  hardly  say  contained  in  these 
observations,  but  recalled  by  them,  I  apprehend  to  be,  that 
a  state  of  complete  equality  of  fortimes  woidd  not  be  favour- 
able to  active  exeitio!i  for  the  increase  of  wealth.  Spealiing 
of  the  mass,  it  is  as  true  of  wealth  as  of  most  other  distinc- 
tions— of  talent,  knowledge,  virtue, — that  those  who  already 
have,  or  tliink  they  have,  as  much  of  it  as  their  neighbours, 
will  seldom  exert  themselves  to  acquire  more.  But  it  is  not 
therefore  necessary  that  society  should  provide  a  set  of  per- 
sons with  hirge  fortunes,  to  fulfil  the  social  duty  of  standing 
to  be  looked  at,  with  en^-y  and  admiration,  by  tlie  aspiring 
poor.  The  fortimes  which  people  have  acquired  for  them- 
selves, answer  the  purpose  quite  as  well,  indeed  much  bet- 
ter ;  since  a  person  is  more  powerfully  stimulated  by  the 
example  of  somebody  who  has  earned  a  fortime,  than  by  the 
mere  sight  of  somebody  who  possesses  one ;  and  the  former 
is  necessarily  an  example  of  prudence  and  frugality  as  well 
as  industry,  while  the  latter  much  ofteuer  sets  an  example 
of  profuse  expense,  which  spreads,  with  pernicious  effect,  to 
the  very  class  on  whom  the  siglit  of  riches  is  snppo&ed  to 
have  so  benelicial  an  influence^  namely,  those  whose  weak- 
ness of  mind,  and  taste  for  ostentation,  makes  "  the  splen- 
dour of  the  richest  landlords"  attract  them  with  the  most 
potent  spell.  In  America  there  are  few  or  no  hereditary 
fortunes ;  yet  industrial  energy,  and  the  ardour  of  accumu- 
lation, are  not  supposed  to  be  particularly  backward  in  that 
part  of  the  world.  When  a  country  has  once  fairly  entered 
into  the  industrial  career,  which  is  the  principal  occupation 
of  the  modern,  as  war  was  that  of  the  ancient  and  mediffival 
world,  the  desu^e  of  acquisition  by  industry  needs  no  fac- 
titious stimulus :  the  advantages  naturally  inherent  in  riches, 
and  tlie  character  they  assume  of  a  test  by  which  talent  and 

•  Principles  of  Political  Econmny^  eii.  1843,  p.  2G4.  There  is  much  muru 
In  tbe  same  effcc:  Id  the  luoro  rocual  Ireinllse  by  the  same  author,  "  Ou  the  Suc- 
cesEion  to  Property  racaut  by  Death." 
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success  in  life  are  habitually  measured,  are  an  ample  gecurity 
for  their  being  pureued  with  siiiticient  intensity  nutl  zeal. 
As  to  the  deeper  consideratiou,  that  the  diffusion  of  wealth, 
and  not  its  cuncentratiutu  is  desirable,  and  that  the  more 
wholesome  state  of  society  is  not  that  in  which  immense 
fortiiuus  are  poaSGised  by  a  few  and  coveted  by  all,  but  that 
in  which  the  jt^reatcst  possible  numbers  possess  and  are  cou- 
tented  ^nth  a  moderate  competency,  which  all  may  Iioim;  to 
acquire  ;  1  refer  to  it  in  tliis  place,  only  to  show,  how  widely 
separated,  on  social  questions,  is  the  entire  mode  of  thought 
of  the  defenders  of  primogeniture,  from  that  which  is  par- 
tially promulgated  in  the  present  treatise. 

The  other  economical  argument  in  favour  of  primogeni- 
ture, has  special  reference  to  landed  property.  It  is  con- 
tended, that  the  habit  of  dividing  inheritances  equally,  or 
with  an  approach  to  equality,  among  cliildren,  promotes  the 
subdivision  of  land  into  portions  too  small  to  admit  of  being 
cultivated  in  an  advantageous  manner.  This  argument, 
eternally  reproduced,  has  again  and  again  been  refuted  by 
English  and  Continental  writers.  It  proceeds  on  a  suppo- 
sition entirely  at  variance  with  that  on  which  all  tlie  tlieorums 
of  pohtical  ccononi}'  are  grounded.  It  assumes  that  mankind 
in  general  will  habitually  act  in  a  manner  opposed  tu  their 
imme<liate  and  obvious  pecuniary  interest.  For  the  division 
of  the  inheritance  does  not  necessarily  imply  division  of  the 
land ;  which  mav  be  held  in  common,  as  is  not  uufrequently 
the  case  in  France  and  Belgium ;  or  may  become  tlie  prop- 
erty of  one  of  the  coheirs,  being  charged  with  the  shares  of 
the  other  by  the  way  of  mortgage ;  or  they  may  sell  it 
outi-ight,  anil  divide  the  proceeds.  "When  the  division  of  the 
land  would  diminish  its  productive  power,  it  k  the  direct 
interest  oi  the  heirs  to  adopt  some  one  of  these  arrangements. 
Supposing,  liowever,  what  tlae  argument  assumes,  that  either 
from  legal  difficulties  or  from  their  own  stupidity  and  bar- 
barism, tiiey  would  not,  if  left  to  themselves,  oliey  the  dic- 
tates of  this  obvious  interest,  but  would  insist  upon  cutting 
up  the  Jand  bodily  into  <i\{\vA  \)arcels,  with  the  effect  of  im- 
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poverishing  themeelveB ;  this  would  be  an  objection  to  a  law 
such  as  exists  in  France,  of  oonijmlsory  division,  l)iit  can  bo 
no  reason  why  testators  eliould  ho  disooiiraged  from  exer- 
cising the  right  of  bequest  in  general  eontbnnity  to  the  rale 
of  equality,  since  it  would  always  be  in  their  power  to  pro- 
vide tiiat  tlio  division  of  the  inlieritaiicc  should  take  jJace 
without  dividing  the  land  iteelt^  That  the  attempts  of  tho 
advocates  of  primogeniture  to  irmko  out  a  case  by  facts 
against  the  custom  of  equal  division,  are  equally  abortive, 
has  been  shown  in  a  former  place.  In  all  countries,  or  parts 
of  countries,  in  which  the  division  of  inlieritaneca  is  accom- 
panied by  small  holdings,  it  is  becaoBC  small  holdings  are  the 
general  system  of  the  country,  even  on  the  estates  of  the 
great  proprictore. 

Unless  a  strong  case  cf  Bocisd  utility  can  Tie  made  out  for 
primogeniture,  it  stands  sufficiently  condemned  by  the  gen- 
eral principles  of  justice  ;  being  a  broad  distinction  in  the 
treatment  of  one  person  and  of  another,  grounded  solely  on 
an  accident.  There  is  no  need,  therefore,  to  make  out  any 
case  of  economical  evil  ff(/rt/?i«^  primogeniture.  Such  a  case, 
however,  and  a  veiy  strong  one,  may  be  made.  It  is  a  natu- 
ral effect  of  primogeniture  to  make  the  landlords  a  needy 
class.  The  object  of  the  institution,  or  custom,  is  to  keep 
the  land  together  in  large  masses,  and  this  it  commonly  ac- 
complishes ;  but  the  legal  proprietor  of  a  large  domain  is 
not  necessarily  the  bond  fide  owner  of  the  whole  income 
which  it  yields.  It  is  usually  charged,  in  each  generation, 
with  provisions  for  the  other  children.  It  is  often  charged 
still  more  heavily  by  the  imprudent  expenditure  of  the  pro- 
prietor. Great  landowners  are  generally  improvident  in 
their  expenses ;  they  live  up  to  their  incomes  when  at  the 
highest,  and  if  any  change  of  circumstances  diminishes  their 
resources,  some  time  elapses  be!bre  they  make  np  their 
minds  to  retrench.  Spendthrifts  in  other  cla-sses  are  ruined, 
and  disappear  from  society;  hut  the  spendthrift  landlord 
usually  holds  fast  to  his  land,  even  when  he  has  become  a 
mere  receiver  of  its  rents  for  tlie  benefit  of  creditors.  The 
46 
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Baiite  desire  to  keep  up  the  "splendour"  of  tlie  family, 
Avliicii  gives  rise  to  t!ie  custom  of  primogeniture,  indisposes 
the  owner  to  sell  a  part  in  order  to  set  free  the  remainder; 
their  appaient  are  tlieretbre  habitually  greater  than  their 
real  means,  and  they  are  under  a  jierpetual  temptation  to 
proportion  their  expenditure  to  the  Ibrnier  ratlier  than  to 
the  latter.  From  siieii  causes  as  tlicse,  in  almost  all  conn- 
tries  of  great  landowners,  the  majority  of  landed  estates  are 
deeply  mortgaged ;  and  instead  of  having  capital  to  spare 
for  im]>rovements,  it  requires  all  the  iuereased  value  of  land^ 
caused  by  the  i*apid  increase  of  the  wealth  and  population 
of  the  country,  to  preserve  the  class  from  being  imjiover- 
iehed. 


§  3.  To  avert  this  impoverishment,  recourse  was  had  to 
the  contrivance  of  entails,  whereby  the  order  of  succession 
was  irrevocably  fixed,  and  each  holder,  having  only  a  life 
interest,  was  unable  to  Tiurthen  his  successor.  Tlie  land 
thus  passing,  free  from  debt,  into  the  possession  of  the  heir, 
the  family  could  not  be  ruined  by  the  improvidence  of  its 
existing  reprGsentative.  The  economical  evils  arising  from 
this  disposition  of  property  were  partly  of  the  siune  kind, 
partly  difl'erent,  but  on  the  whole  greater,  than  those  arising 
from  primogeniture  alone.  The  possessor  could  not  now 
ruin  his  successors,  but  he  could  still  ruin  himself:  be  was 
not  at  all  more  likely  than  in  the  former  case  to  have  tlie 
means  necessary  for  improving  the  property :  while,  even  if 
he  had,  ho  was  still  less  likely  to  employ  them  for  that  pur- 
pose, whou  the  benefit  was  to  accrue  to  a  person  whom  the 
entail  made  independent  of  him,  while  he  had  probably 
younger  cliildrcu  to  jirovidc  for,  iii  whose  favour  lie  could 
not  now  charge  the  estate.  Whilii  thus  disabled  from  being 
himself  an  improver,  neither  could  he  sell  the  estate  to 
somebody  who  would;  since  entail  precludes  alienation. 
In  general  he  has  even  been  unable  to  grant  leases  beyond 
the  term  of  his  own  life  ;  "  for,"  says  Blackstone,  **if  such 
leases  had  been  valid,  then,  under  cover  of  long  leases,  the 
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issue  miglit  have  been  rirtnally  disinherited;"  and  it  has 
been  necessary  in  Great  Britain  to  relax,  by  statiite,  the 
rigour  of  entails,  in  order  to  allow  either  of  !ong  lenses,  or 
of  the  execution  of  improvements  at  the  expense  of  the 
estate.  It  may  be  added  that  the  heir  of  entail,  being 
assured  of  succeeding  to  the  family  property,  however  unde- 
serving of  it,  and  being  aware  of  this  from  his  earliest  years, 
has  much  more  than  the  ordinary  chances  of  growing  up 
idle,  dissipated,  and  profligate. 

In  England  the  power  of  entail  is  more  limited  by  law, 
than  in  Scotland  and  in  most  otJier  coniitri«8  where  if  exists. 
A  landowner  can  settle  his  property  upon  any  iiumhor  of 
persons  succegsively  who  are  living  at  the  time,  and  upon 
one  unbona  person,  on  whose  attaining  age  of  twenty-one, 
the  entail  expires,  and  the  laud  becomes  his  absolute  ]>rop- 
P  erty.  An  estate  may  in  this  manner  be  ti'ansmitted 
tlirongh  a  son,  or  a  son  and  grandson,  living  when  the 
deed  is  executed,  to  an  unborn  child  of  that  grandson. 
It  lias  been  maintained  that  this  power  of  entail  is  not 
sufficiently  extensive  to  do  any  mischief:  in  tnith,  how- 
ever, it  is  much  larger  than  it  seems.  Entails  verj'  rarely 
expire  ;  the  first  heir  of  entail,  when  of  age,  joins  with  the 
existing  possessor  in  resettling  tlie  estate,  so  as  to  prolong 
the  entail  for  a  ftirthor  term.  Large  properties,  therefore, 
are  rarely  free  for  any  considerable  period,  from  the 
restraints  of  a  strict  settlement ;  thongh  the  mischief  is  in 
one  respect  mitigated,  since  in  the  renewal  of  the  settle- 
ment for  one  more  generation,  the  estate  is  usually  charged 
with  a  i)€n8ion  for  younger  children. 

In  an  economical  point  of  view,  the  best  system  of  landed 
property  is  that  in  which  land  is  most  completely  an  object 
of  comjnerce ;  passing  readily  from  hand  to  hand  •when  a 
buyer  can  be  found  to  whom  it  is  worth  while  to  offVr  a 
greater  sum  for  the  land,  than  the  value  of  the  income 
drawn  from  it  by  its  existing  possessor.  Tliis  of  course 
is  not  meant  of  ornamental  property,  whicli  ip  a  ponrcc  of 
©xpense,  not  profit ;  but  only  of  land  employed  for  indue- 
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trial  uses,  and  held  for  tlie  eake  of  the  income  wliicli  it 
affords.  "WTiatcvcr  faoilitatea  the  sale  of  land,  tends  to 
make  it  a  more  prodnetiA-e  instrument  for  the  community 
at  large;  whatever  prevents  or  restricts  its  sale,  bubtracts 
from  its  usefnlness.  Now,  not  only  has  entail  this  effect, 
but  primoj^eniture  also.  The  desire  to  keep  land  together 
in  large  niasscSj  from  other  motives  than  that  of  promoting 
its  productiveness,  often  prevents  changes  and  alienations 
which  would  increase  its  efficiency  as  an  instrument. 


§  4,     On  the  otlier  hand,  a  law  which,  like  the  French, 

restricts  tlie  power  of  bequest  to  a  narrow  compass,  and 
compels  the  equal  division  of  the  whole  or  the  greater  part 
of  the  property  among  the  children,  seems  to  me,  though 
on  different  gi'oimds,  also  very  seriously  ohjectionahle. 
Tlie  only  reason  for  recognising  in  tlie  children  any  claim 
at  all  to  more  than  a  provision,  sufficient  to  launch  them 
in  life,  and  enahle  them  to  find  a  livelihood,  is  grounded  on 
the  expressed  or  presumed  wisli  of  the  parent ;  whose  claim 
to  dispose  of  what  is  actually  his  own,  cannot  be  set  aeidc 
by  any  pretensions  of  others  to  receive  what  is  not  theirs. 
To  control  the  rightful  owner's  liberty  of  gift,  by  creating 
in  the  children  a  legal  right  superior  to  it.  is  to  i>o.*^pone  a 
real  claim  to  an  imaginary  one.  To  this  great  and  para- 
mount objection  to  the  law,  numerous  secondarA-  ones  may 
be  added.  Desirable  as  it  is  that  the  parent  should  treat 
the  children  with  imj>artiality,  and  not  make  a  favounte  of 
an  eldest  eon,  impartial  division  is  not  always  synonymous 
witli  equal  division.  Some  of  the  children  may,  without 
fault  of  their  own,  be  less  capable  than  others  of  providing 
for  themselves :  some  may,  by  other  means  than  their  own 
exertions,  be  already  provided  for:  and  impartiality  may 
therefore  require  that  the  rule  observed  should  not  be  one 
of  equality,  but  of  compensation.  Even  when  equality  is 
the  object,  there  are  sometimes  better  moans  of  attaining  it, 
than  the  inflexible  rules  by  which  law  nmst  necesstirily  pro- 
eccd.     If  OTIC  of  the  coheirs,  being  of  a  quarrelsome,  litigious 
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disposition,  stands  upon  his  utmost  rights,  the  law  cannot 
make  e(|nitable  adjustments ;  it  cannot  apportion  the  pi*©- 
perty  as  seems  best  for  the  collective  interest  of  all  con- 
cerned ;  it'  there  are  several  parcels  of  land,  and  the  heire 
cannot  agree  about  their  value,  the  law  cannot  give  a  parcel 
to  each,  but  every  separate  parcel  must  be  either  put  u]>  to 
sale  or  divided  :  if  there  is  a  residence,  or  a  park  or  pleas- 
ure-ground, which  would  be  destroyed,  as  such,  by  sub- 
division, it  must  be  sold,  perhaps  at  a  great  sacrifice  both  of 
money  and  of  feeling.  But  what  the  law  could  not  do,  the 
parent  could.  By  means  of  the  liberty  of  bequest,  all  these 
points  might  be  determined  aceunling  to  reason  and  the  gene- 
ral interest  of  the  pei-sons  concerned  ;  and  the  spirit  of  the 
principle  of  equal  division  might  be  the  better  observed,  be- 
cause the  testator  was  emancipated  from  its  letter.  Finally, 
it  would  not  then  he  necessary,  as  under  the  compulsory 
system  it  is,  that  the  law  should  interfere  authoritatively  in 
the  concenie  of  individuals,  not  only  on  tlie  occurrence  of  a 
death,  but  throughout  lite,  in  order  to  guard  against  the 
attempts  of  parents  to  frustrate  the  legal  claims  of  their 
heirs,  nnder  colour  of  gifts  and  other  alienations  'Inter  vivos. 
In  conclusion ;  all  owners  of  property  should,  I  conceive, 
have  power  to  dispose  by  will  of  every  part  of  it,  but  not  to 
determine  the  person  who  sliould  succeed  to  it  after  the 
death  of  all  who  were  living  when  the  will  was  made. 
Under  what  rcftrictions  it  should  be  allowable  to  bequeath 
property  to  one  person  for  life,  with  remainder  to  another 
perHon  already  in  existence,  is  a  qiieetion  belonging  to 
general  legislation,  not  to  political  economy.  Such  settle- 
ments would  be  no  greater  hindrance  to  alienation  than  any 
case  of  joint  owncrsliip,  since  the  consent  of  persons  actually 
in  existence  is  all  that  would  be  necessary  for  any  new 
arrangement  respecting  the  property. 


§  5.  From  the  subject  of  Inheritance  I  now  pass  to  that 
of  Contracts,  and  among  these,  to  the  important  subject  of 
the  Laws  of  Partnei-ship.     How  much   of  good   or   evil 
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depends  upon  these  laws,  and  how  irajKirtant  it  ii*  that  they 
should  bo  the  best  possible,  is  evident  to  all  who  recognise 
in  the  extension  of  the  eo-o|^t*ativc  principle  the  great 
economical  necessity-  of  modern  industry.  The  progress  of 
the  productive  arts  rcquinog  that  nmuj  sorts  of  industnal 
occupation  should  be  carried  on  by  larger  and  larger  capi- 
tals, the  productive  jx)wer  of  industry  must  suffer  by  what- 
ever impedes  the  formation  of  large  capitals  through  the 
aggregation  of  smaller  ones.  Capitals  of  the  requisite  mag- 
nitude, belonging  to  single  owners,  do  not,  in  most  countries, 
exist  in  the  needful  abundance,  and  would  be  still  less 
numerous  if  the  laws  favoured  the  diffusion  instead  of  the 
concentration  of  property:  whih;  it  is  most  undesirable  that 
all  those  improved  processes,  and  those  means  of  efficiency 
and  economy  in  production,  which  depend  on  the  posbcsfiiou 
of  large  ftuids,  sliould  be  monopolies  in  the  hands  of  a  few 
rich  individuals,  through  the  difficulties  experienced  by 
persons  of  moderate  or  small  means  in  associating  their 
Cft])ital.  Finally,  I  must  repeat  my  conviction,  that  the 
industrial  economy  which  divides  society  absolutely  into  two 
portions,  the  payers  of  wages  and  the  receivers  of  them,  the 
first  counted  by  thousands  and  the  last  by  millions,  is 
neither  fit  for,  nor  capable  of,  indefinite  duration  :  and  the 
possibility  of  changing  tliis  system  for  one  of  combina- 
tion without  dependence,  and  unity  of  interest  instead  of 
organized  hostility,  depends  altogether  upon  the  future 
developments  of  the  Partnership  principle. 

Yet  there  is  scarcely  any  country  whose  laws  do  not 
throw  great,  and  in  most  cases,  intentional  obstacles  in  the 
way  of  the  fonnation  of  any  numerous  partnership.  In 
England  it  is  already  a  serious  discouragement,  that  differ- 
ences among  partners  arc,  practically  speaking,  only  capable 
of  adjudication  by  the  Court  of  Chancery :  which  is  often 
worse  than  placing  such  questions  out  of  the  pale  of  all  law ; 
since  any  one  of  t!io  disputant  parties,  who  is  cithei"  dis- 
honest or  litigioua,  can  involve  the  others  at  his  pleasiire 
in  the  expense,  trouble,  and  «.nxiety,  which  are  the  uaavoid- 
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tble  accompaniments  of  a  Cliancery  suit,  without  tlieir 
'Tiaving  the  power  of  freeing  themselves  from  the  infliction 
even  by  breaking  up  the  association.*  Besides  this,  it 
required^  until  lately,  a  separate  act  of  the  legislature  before 
any  joint-stock  ae&ociation  could  legally  constitute  itself, 
and  be  enipoweretl  to  act  as  one  body.  By  a  statute  passed 
a  few  years  ago,  this  necessity  is  done  away ;  but  the  statute 
in  question  is  described  by  competent  authorities  as  a  "  mass 
of  contn^iun,''  of  wliich  they  say  that  there  "  never  was  suuh 
an  infliction  "  on  persons  entering  into  partnership.f  When 
a  number  of  persons,  whether  few  or  many,  freely  desire  to 
Tinite  their  funds  for  a  common  undertakinij,  not  asking  any 
peculiar  privilege,  nor  the  power  to  disposdess  any  one  of 
property,  the  law  can  have  no  good  reason  for  throwing 
difficulties  in  the  way  of  the  realization  of  t!ie  project.  On 
compliance  with  a  few  simple  conditions  of  publicity,  any 
body  of  persons  ought  to  have  the  power  of  constituting 
tbemeelves  into  a  joint-stock  company,  or  sotdi'ti  en  nom 
colledify  without  asking  leave  either  of  any  public  officer  or 
of  parliament.     As  an  association  of  many  partners  must 


•  Mr.  Cecil  Fnne,  the  Connnbsioncr  of  tbe  Bankruptcy  Court,  ia  hia  cvidencf 
t>efore  the  Couiiuitte«  on  the  Law  of  Pmiaership,  says:  "I  remember  a  hhort 
time  agu  rending  a  n'rittcD  fitalcment  by  twu  eminent  soUdtorft,  who  said  that 
they  had  knoTi-n  many  partnerdiip  aocounta  go  into  Chancery,  but  that  they 
nercT  knew  one  come  out.  ,  .  .  Very  few  of  the  pcreoas  who  would  be  dis- 
posed to  engage  iu  partnerships  of  this  kind"  {co-operative  associations  of  work- 
ing men)  "  have  any  idea  of  tlie  truth,  namely,  that  tbe  deci^un  of  quesdoiu 
arising  amongst  partners  is  really  impracticable. 

"Do  they  not  know  that  oue  partner  may  rob  the  other  without  any  poaed- 
bility  of  his  ohtuLBing  redress? — The  fact  ia  so;  but  whether  they  koow  it  or 
not,  I  cannot  andertake  to  say." 

This  Bagrant  injustice  ia,  In  Mr.  Fane'H  opinion,  wholly  attributable  to  the 
defects  of  the  tribuniU-  "My  opinion  is,  that  if  there  is  one  thing  more  easy 
than  another,  it  is  tiie  settlement  of  partnership  questions,  and  for  the  siniple 
reaaoo,  that  everything  which  ia  done  in  a  partiiersliip  is  entered  in  the  booka  | 
■flie  evidence  therefore  is  at  hand;  if  therefore  a  rational  mode  of  proceeding 
were  onoo  adopted,  the  difficulty  would  altogether  vanish." — Minute«  uf  Evidence 
anDCxed  to  the  Report  of  the  Select  Committee  on  the  Law  of  PartneiaMp 
(ISBlKpp.  86-7. 

I  Report,  ut  supra,  p.  167. 
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pmctically  be  tiTKler  the  maiia^nieii^  of  a  few,  every  facility 
ought  to  be  atforded  to  tlie  ho^y  for  exercising  the  necessary 
control  and  cliw-k  over  those  few,  whether  tlivy  be  tbcin- 
selves  riiomlHire  of  the  neBociation,  or  mei*ely  its  hireil  Kir- 
YH1U8 :  an<I  in  tliis  point  the  English  systeTn  ie  still  at  & 
Iftnientable  Oistance  from  the  staudard  of  perfectiou. 

§  6.  "Whatever  facilities,  however,  English  law  miglrt 
give  to  assoeiations  fonned  on  the  principles  of  ordinaiy 
partnership,  there  is  one  sort  of  joint-stock  association  which 
until  tlie  year  1S55  it  absolutely  disjillovrcd,  and  wUch 
could  only  be  called  into  existence  by  a  special  act  either 
of  the  legislature  or  of  the  ci-own.  I  mean,  associations 
with  limited  liability. 

Associations  with  limited  liability  are  of  two  kinds:  in 
one,  the  liability  of  all  the  partners  is  iimited,  in  the  other  thai 
of  some  of  them  only.  The  first  is  the  eocicte  anonyjne  of 
the  Frem-h  law,  which  in  England  had  until  lately  no  oth^r 
name  than  that  of  *'  chartered  company  :"  meaning  thereby 
a  joint-stock  company  whose  shareholders,  by  a  charter  from 
the  crown  or  a  special  enactment  of  the  le^rislatnre,  stood 
exempted  from  any  liability  for  the  debts  of  the  concern, 
beyond  the  amount  of  their  subscriptions,  "fte  other  species 
of  limited  partnership  i:?  that  known  to  the  French  law 
under  the  name  of  cotfim<tndiU  ,*  of  this,  which  in  England 
is  still  uurecc^ised  and  illegal,  I  shall  speak  presently. 

If  a  number  of  persons  choose  to  a^ociate  for  carrying 
on  any  oj^eration  of  commerce  or  industry,  agreeing  amoD^ 
themselves  and  annoimcing  to  those  with  whom  they  dvii 
that  the  members  of  the  asiSOciatioiD  do  not  undertake  to  be 
responsible  beyond  the  amount  of  the  subscribed  capital ;  it 
there  any  reason  tliat  the  law  shouM  raise  objections  to  this 
proceeding,  and  should  impose  on  tbem  the  unlimited 
raeponability  which  they  disclaim }  For  wiiose  sake  i  Isci 
for  that  of  the  partners  themselves :  ^r  it  is  they  whom 
the  finutatioA  of  responability  benefits  and  protects.  It 
mast  therefore  be  lor  the  sake  of  third   parties ;  nundy. 
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tliose  who  may  have  transactions  witli  the  association,  and 
to  ■whom  it  may  run  in  debt  beyond  what  the  subscribed 
capital  suffices  to  pay.  But  nobody  is  obliged  to  deal  witli 
tlie  association  ;  still  less  is  any  one  obliged  to  give  it  nn- 
iiinited  credit.  The  class  of  persons  with  whom  such  asso- 
ciations have  dealings  are  in  general  perfectly  capable  of 
taking  care  of  themselves,  and  there  seems  no  reason  that 
tlie  law  should  be  more  careful  of  their  interests  than  they 
will  themselves  be;  provided  no  false  representation  is  held 
out,  and  tliey  are  aware  from  the  first  what  they  have  trust  to. 
The  law  is  warranted  in  rcqniriTig  from  all  joint-stock  asso- 
ciations with  limited  respouBihility,  not  only  that  the  amount 
of  capital  on  which  they  profess  tofccarry  on  business  should 
either  be  actually  paid  up  or  security  given  for  it  (if,  in- 
deed, with  complete  publicity,  such  a  requirement  would 
be  necessary)  but  also  that  such  accounts  should  be  kept,  ac- 
cessible to  indiWduals,  and  if  needful,  published  to  the  world, 
as  shall  render  it  possible  to  ascertain  at  any  time  the  existing 
state  of  the  company's  affairs,  and  to  learn  whether  the  cap- 
ital which  is  the  sole  security  for  the  engagements  into  which 
they  enter,  still  siibsist  unimpaired  :  the  fidelity  of  such  ac- 
counts being  guarded  by  sufficient  penalties.  "WTien  the  law 
has  thus  affoi*ded  to  individuals  all  practicable  means  of  know- 
ing the  circumstances  wbieh  ought  to  enter  into  their  pru- 
dential calculations  in  dealing  with  the  company,  there 
seems  no  more  need  for  interfering  with  individual  judgment 
in  tliis  sort  of  transactions,  than  in  any  other  part  of  the 
private  business  of  life. 

The  reason  usually  urged  for  such  interference  is,  that 
the  managers  of  an  association  with  limited  responsibility, 
not  risking  their  whole  fortunes  in  the  event  of  loss,  while 
in  case  of  gain  tliey  might  profit  largely,  are  not  sufficiently 
interested  in  exercising  due  circumspection,  and  are  under 
the  temptation  of  exposing  the  funds  of  the  association  to 
improper  hazards.  It  is,  however,  well  ascertained  that 
associations  with  unlimited  responsibility,  if  they  have  rich 
shareholders,  can  obtain,  even  when  kuo'w'n  to  be  reckless 


514 


BOOK   V.      CHAPTEE   IX. 


in  their  transactions,  improper  creJit  to  an  extent  far  exceed- 
ing what  would  be  given  to  companies  equally  ill-conducted 
whose  creditors  had  only  the  subscribed  capital  to  rely  on.* 
To  whichever  side  the  balance  of  evil  inclines,  it  is  a  con- 
sideration of  more  importance  to  the  shareholders  tliem- 
selves  than  to  thu'd  parties ;  since,  with  proper  securities 
for  publicity,  the  capital  of  an  association  with  limited 
liability  could  not  be  engaged  in  liazurds  beyond  tliose 
ordinarily  iucideiit  to  the  business  it  carries  on,  witliout 
the  facts  being  known,  and  becoming  tlie  subject  of  com- 
ments by  which  the  credit  of  the  body  would  bo  likely  to 
be  affected  in  quite  as  great  a  decree  as  the  circumstances 
would  justify.  If,  unde#  bcciiritics  for  publicity,  it  were 
found  in  practice  that  companies,  formed  on  the  principle 
of  unlimited  responsibility,  were  more  skilfhlly  and  more 
cautiously  managed,  compatiiL's  with  limited  Habllity  would 
be  unable  to  maintain  an  equal  competition  with  them ; 
and  wouhl  therefore  rarely  be  formed,  unless  when  such 
liniitation  was  the  only  condition  on  which  the  necessary 
amount  of  capital  could  be  raised :  and  in  that  case  it 
would  be  veiy  unreasonable  to  say  that  their  formation 
ought  to  be  prevented. 

It  may  further  be  remarked,  that  although,  with  equality 
of  capital,  a  company  of  limited  liability  offers  a  somewhat 
less  security  to  those  who  deal  with  it,  than  one  in  which 
every  shareholder  is  responsible  with  his  whole  fortune,  yet 
even  the  weaker  of  these  two  securities  is  in  some  respects 
stronger  than  that  which  an  indiWdual  capitalist  can  afford. 
In  the  case  of  an  individual,  there  is  such  set^urity  as  can 
be  founded  on  his  unlimited  liability,  but  not  that  derived 
from  publit'ity  of  transactions,  or  from  a  kno^m  and  lai'ge 
amount  of  paid-up  capital.  This  topic  is  well  treated  in  an 
able  paper  by  M.  Coquelin,  piiblished  in  the  Kevne  dcs 
Deux  Mondes  for  July  1843.t 

•  See  the  Report  already  referred  to,  pp.  145-158. 

.  f  Tbe  quotation  in  from  a  translation  puhliabed  by  Mr.  H.  0.  Corey,  ia  Uk 
Aaerican  periodical.  Hunt's  Uercbant's  Magoune,  for  Hey  aod  Jonc  lS4ft. 


iiie  third  parties  who  trade  with  indinduals,"  &aya 
this  writer,  **  scarcely  ever  know,  except  by  ajiproxiraation, 
and  even  that  most  vague  and  uncertain,  what  is  tlie  auioiiut 
ot"  capital  responsible  l\)r  tLc  perfmnnaiicc  of  contnicts  made 
with  thenij  those  who  tracie  witli  a  socitte  anonyDie  cau 
obtain  tuU  information  if  they  seek  it,  and  pertbriu  tlioir 
operations  with  a  feehng  of  eonlidcnce  that  cannot  exist  iu 
the  other  ease.  Again,  nothing  is  easier  than  for  an  indi- 
vidnal  trader  to  conceal  tlie  extent  of  his  engagements,  as 
no  one  can  know  it  certahdy  but  himself.  Even  his  confi- 
dential clei'k  may  be  ignorant  of  it,  as  the  loans  he  tinda 
himself  compelled  to  make  may  not  all  be  of  a  character  to 
require  that  they  be  entered  in  his  daj-book.  It  is  a  secret 
coniined  to  himself;  one  which  transpires  rarely,  and  always 
slowly ;  one  which  is  nnveiled  only  when  the  catastrophe  iiaa 
occurred.  On  the  contrary,  the  societe  anonyme  neither 
can  nor  ought  to  borrow,  without  the  fact  becoming  known 
to  all  the  world — directors,  clerks,  shareholders,  and  tli© 
public.  Its  operations  partake  in  some  respects,  of  the 
nattire  of  those  of  governments.  The  light  of  day  penetrates 
in  every  direction,  and  there  can  be  no  secrets  from  those 
who  seek  for  information.  Thus  all  is  fixed,  recorded, 
known,  of  the  capitiil  and  debts  in  the  case  of  iiv&soc'Utc 
anonyvie,  while  all  is  uncertain  and  unknown  in  the  case  of 
the  individual  trader.  "Which  of  the  two,  wo  vvonld  ask  the 
reader,  presents  the  most  favourable  aspect,  or  the  surest 
guarantee,  to  the  view  of  those  who  trade  with  tlieni  I 

"  Again,  availing  himself  of  the  obscurity  in  which  his 
affaire  are  shrouded,  and  which  he  desires  to  increase,  the 
private  trader  is  eniibled,  as  long  as  his  business  appears 
prosperous,  to  produce  impressions  in  regard  to  his  jneaiis 
far  exceeding  the  reality,  aiid  thus  to  establish  a  credit  not 
jnstified  by  those  means.  "When  losses  occur,  and  he  sees 
himself  threatened  with  bankruptcy,  the  world  is  still  igno- 
rant of  his  condition,  and  he  finds  himself  enabled  to  i-ontract 
debts  tar  beyond  the  possibility  of  payment.  The  fatal  day 
arrives,  and  tlie  creditors  find  a  debt  much  greater  than  bad 
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been  anticipated,  ^hile  the  incane  of  payment  are  as  mnch 
leas.  Even  this  is  not  alL  Tlie  sameohsciirity  which  has 
served  him  so  well  tliuB  far,  when  desiring  to  magnify  liis 
capital  and  increase  his  credit,  now  affords  him  the  oppor- 
ttmity  of  placing  a  part  of  that  capital  beyond  the  reach  of 
his  creditors.  It  becomes  diminished,  if  not  anniliilated. 
It  hides  itself,  and  not  even  legal  remedies,  nor  the  activity 
of  creditors,  can  bring  it  forth  from  the  dark  corners  in 
which  it  18  placed.  .  .  .  Our  readers  can  i-eadily  deter- 
mine for  themselves  if  practices  of  this  kind  are  equally 
easy  in  the  case  of  the  socUie-  anonipne.  We  do  not  doubt 
that  such  things  are  possible,  but  we  tliink  tliat  they  will 
agree  with  ns  that  from  its  nature,  its  organization,  and  the 
necessary  publicity  that  attends  all  its  actions,  the  liability 
to  such  occurrences  is  very  greatly  diminished." 

The  laws  of  most  countries,  Entjland  included,  liave 
erred  in  a  twofold  manner  with  regard  to  joint-stock  com- 
panies. While  they  have  been  most  imreasonably  jealous 
of  allowing  such  associations  to  exist,  especially  with  limited 
responsibility,  they  have  generally  neglected  the  enforcement 
of  publicity ;  the  best  security  to  the  public  against  any 
danger  which  might  arise  from  this  description  of  partner- 
ships ;•  and  a  security  quite  as  much  required  in  the  case  of 
those  associations  of  the  kind  in  question,  which,  by  an 
exception  from  their  general  practice,  they  suffered  to  exist. 
Even  in  the  instance  of  the  Bank  of  England,  which  holds  a 
monopoly  from  the  legislature,  and  has  had  partial  control 
over  a  matter  ol^so  much  public  interest  as  the  state  of  the 
circulating  medium,  it  is  only  M-ithin  these  few  years 
that  any  publicity  has  been  enforced  ;  and  the  publicity  was 
at  first  of  an  extremely  incomplete  character,  though  now, 
for  most  practical  purposes,  probably  at  length  sufficient. 


§  7.  The  other  kind  of  limited  partnership  which  de^ 
mands  onr  attention,  is  that  in  which  the  managing  partner 
or  partners  are  responsible  with  their  wliolo  fortunes  for  the 
cngagemchts  of  the  concern,  but  have  others  associated  with 
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tliem  who  contribute  only  definite  snms,  and  are  not  liable 

for  anytliuig  bej^ondj  thougli  they  participate  in  tlie  profits 
according  to  any  nde  which  may  he  a^'rce<l  on.  This 
is  called  partnersliip  en  commandite :  and  the  partners 
with  limited  liability  (to  whom,  by  the  French  law,  all 
interference  in  the  management  of  tlie  concern  is  interdicted) 
are  known  by  the  name  commanditaires.  Such  partner- 
ships are  not  allowed  by  English  law :  whoever  shares  in 
the  profits  is  liable  for  the  debts,  to  as  plenary  an  extent  aa 
the  managing  partner. 

For  such  prohiliition  no  satisfactory^  defence  has  ever, 
so  far  as  I  am  aware,  been  made.  Even  the  insufficient 
reason  given  agaiu&t  limiting  the  responsibility  of  ehare- 
holders  in  a  joint-stock  company,  does  not  apply  here; 
there  being  no  diminution  ol*  the  motives  to  circumspect 
management,  ijince  all  who  take  any  jiart  in  the  direction 
of  the  concern  are  liable  with  their  whole  fortunes.  To 
thii'd  parties,  again,  the  security  is  improved  by  the  exist- 
ence of  commandite  ;  since  the  amount  subscribed  by  com- 
manditairce  is  all  of  it  available  to  creditors,  the  comrnan- 
ditaires  losing  then-  M'hole  investment  before  any  creditor 
can  lose  anything ;  while,  if  instead  of  becoming  partnei-a 
to  that  amount,  they  had  lent  the  sum  at  an  interest  etpial 
to  the  profit  they  derived  from  it,  they  would  have  shared 
with  the  other  creditors  in  the  residue  of  the  estate,  dimin- 
ishing j>ro  rata  the  dividend  obtained  by  all.  Wliile  the 
practice  of  commandite  tlnis  conduces  to  the  interest  of 
creditors,  it  is  often  highly  desirable  for  the  contracting 
parties  themselveB.  The  manngeis  are  enabled  to  obtain  tlie 
aid  of  a  much  greater  amount  of  capital  than  they  conid 
borrow  on  t!icir  on\ti  security  ;  and  piTBons  are  induced  to 
aid  useful  undertakings,  by  en)barking  limited  portions  of 
capital  in  them  when  they  would  not,  and  often  could  not 
prudently,  have  risked  their  whole  fortunes  on  tlie  chances 
of  the  enterprise. 

It  may  perhaps  be  thought  that  where  due  facilities  are 
atforded  to  joiut-sti>ck  companies,  commandite  partnerships 


are  not  required.  Biit  there  are  classes  of  cases  to  vhicli 
tLe  commandite  priuciple  mast  alwars  be  better  adapted 
than  the  joint-stock  principle.  "  Suppose,'*  says  M.  Coque- 
Ii]i,  "  au  inventor  seeking  for  a  capital  to  carry  his  invention 
into  practice.  To  obtain  the  aid  of  capitalists^  he  must 
otfer  tlieni  a  share  of  the  anticipated  benefit ;  tlie^-  must 
associate  themselves  with  liim  in  the  chances  of  its  succets. 
In  such  a  case,  which  of  the  foims  would  he  select?  Kot 
a  common  partnership,  certainly  ;"  for  various  reasons,  and 
especially  the  extreme  diflicnlty  of  finding  a  partner  with 
capital,  willing  to  risk  his  whole  fortune  on  the  success  of  the 
invention,*  "  Neither  would  he  select  tlie  mciiU  anonyme^"* 
or  auy  other  fonn  of  joint-stock  company,  *'  In  which  he  might 
be  superseded  as  manager.  He  would  stand,  in  such  an  asso- 
ciation, on  no  better  footing  than  auy  other  shareholder, 
and  he  might  be  lost  in  tlie  crowd  ;  whereas,  the  association 
existing,  as  it  were,  by  and  for  him,  the  management  would 
appear  to  belong  to  him  as  a  matter  of  right.     Cases  occur 

•  "  There  baa  been  a  great  deal  of  commiseration  professed,"  eays  Mr.  Dun- 
can, aolicUor,  "  towiirdfi  the  poor  iuvcntor;  lie  has  Iieen  oppi-eased  by  the  high 
cost  of  patents;  hut  hig  chief  opprea^ion  has  been  tht*  partnership  law,  which 
prevents  liia  getting  auy  one  to  ht-lp  biin  to  develop  liis  invention.  He  »  s 
poor  man,  and  therefore  caimot  give  security  to  a  creflitor;  no  one  nill  lend 
him  money;  the  mte  of  intHre>it  offeretJ,  however  high  it  may  be,  is  not  An 
nttmeiiim.  Kui  if  by  the  alteration  of  tlie  law  he  could  allow  capitalist*  to  take 
au  interest  with  him  and  share  the  profits,  wliily  the  risk  should  be  coii5ncd  to 
the  capital  they  embarked,  there  b  very  little  doubt  at  all  that  he  would  fre- 
quently get  assistance  from  capitalists;  whcroas  at  the  present  moment,  with 
the  law  iia  it  stand;!,  he  is  eonipk'tt'ly  destmycil,  anil  his  iuveniioo  13  useless  to 
him;  ho  ptruggloa  tnoiith  after  month;  he  applies  again  and  again  to  the  capi- 
talist without  avail.  I  know  it  practically  in  two  or  three  caaefl  of  patented  in- 
ventions ;  especially  one  where  parties  with  capital  were  dcaiitju?  of  enterinfi 
into  an  undertaking  of  great  moment  in  Llvei-pool,  but  five  or  six  different  gen- 
tlemen were  det4?rred  from  doinjr  so,  all  fecHnp  the  stron5:e»t  ubjectioD  to  wlutl 
each  one  called  the  cursed  partnership  law."     llefKirl,  p.  155. 

Mr.  Fane  eays,  "  Id  the  couriie  of  my  profcsslouol  life,  as  a  Commissioner  of 
tlie  Court  of  Baiiltruptty,  I  liave  learned  llini  the  most  unfortunate  man  in  the 
world  is  an  inventor.  The  difficulty  which  w[\  inrentfir  find>i  iu  jjretlirip  at  capi- 
tal, inTolvos  him  in  all  aorta  of  embarrassments,  and  ho  ultimatolr  '\%  for  the 
jDOst  part  a  ruined  man,  and  somebody  cIeic  gct#  posacsaon  of  his  biventioQ." 
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in  which  a  merchant  or  a  manufacturer,  without  being  pro- 
oisely  an  inventor,  has  undeniahle  claims  to  the  managt'- 
ment  of  an  imJcrtaking,  from  the  possession  of  qualities 
peculiar!}'  calculated  to  promote  its  success.  So  great, 
indeed*'"  continues  M.  Coquelin,  "  is  the  necessity',  in 
ninny  cases,  for  tlie  limited  partnersliip,  that  it  is  difficult 
to  conceive  how  we  could  dispense  with  or  replace  it :  '* 
and  in  reference  to  liis  own  country  he  is  prohably  in  the 
right. 

Where  there  is  so  great  a  readiness  as  in  England,  on 
the  part  of  the  public,  to  form  joint-stock  associations,  even 
without  the  encouragement  of  a  limitation  of  responsi- 
bility ;  commandite  partnership,  though  its  prohibititm  is 
in  principle  quite  indefensible,  cannot  be  deemed  to  be,  in  a 
merely  economical  point  of  view,  of  the  imperative  necessity 
which  M.  Coquelin  aacribes  to  it.  Yet  the  inconveniences 
are  not  small,  which  arise  indirectly  from  those  provi- 
sions of  the  law  by  which  every  one  who  shares  in  the 
profits  of  a  concern  is  subject  to  the  full  liabilities  of  an 
unlimited  partnership.  It  is  impossible  to  say  how  many 
or  what  useful  modes  of  combination  are  rendered  im- 
practicable by  this  state  of  the  law.  It  is  sufficient  for 
its  condemnation  that,  unless  in  some  way  relaxed,  it  is 
inconaistcnt  with  the  payment  of  wages  in  part  by  a  per- 
centage on  profits;  in  other  words,  the  association  of  the 
operatives  as  virtual  partners  with  the  capitalist. 

It  is,  above  all,  with  reference  to  the  improvement  and 
elevation  of  the  working  classes  that  complete  freedom  in 
the  conditions  of  partnerahip  is  indispensable.  Combina- 
tions such  as  the  associations  of  workpeople,  described  in  a 
former  chapter,  are  the  most  powert'til  means  of  effecthig 
the  social  emancipation  of  the  labourei-s  through  their  own 
moral  qualities.  I'^or  is  tlio  liberty  of  association  imi>ortant 
solely  for  its  examples  of  success,  hut  fully  as  much  so  for 
the  flake  of  attempts  which  would  not  succeefl ;  but  by  their 
failm-e  would  give  instniction  more  impressive  than  can  be 
afforded  by  anytlnng   short  of  actual  experience.     Every 
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thcorr  of  social  improvement,  the  worth  of  which  is  capable 
of  being  hroiight  to  an  experimental  test,  slionld  be  per- 
mitted, and  even  encouraged,  to  submit  itself  to  tlmt  test. 
From  such  experiments  the  active  portion  of  the  working 
claeses  would  derive  lesBOiis  which  they  would  be  slow  to 
learn  from  the  teachmg  of  persons  Eupj>otied  to  have  interests 
and  pn!Judices  adverse  to  their  good ;  would  obtain  the 
means  of  correcting  at  no  cost  to  society,  what  is  now  erro- 
neous in  their  notions  of  the  means  of  establishing  their 
independence ;  and  of  discovering  the  conditions,  moral, 
intellectual,  and  industrial,  which  are  indispensably  neces- 
sary for  effecting  without  injustice,  or  tor  effecting  at  all, 
the  social  regeneration  they  aspire  to.* 

The  French  law  of  partnership  is  superior  to  the  English 
in  penuittiiig  commandite ;  and  siiperiorj  in  having  no  such 
unmanageable  instruinunt  as  the  Court  of  ChanceiT,  all  cases 
arising  from  commercial  transactions  being  adjudicated  in  a 
comparatively  cheap  and  expeditious  manner  by  a  tribunal 
of  merchants.  In  other  respects  the  French  system  is  far 
worse  than  the  English.  A  joint-stock  company  with  limit- 
ed responsibility  caunot  be  formed  without  the  ex}>res8  au- 
thorization of  the  department  of  government  called  the 
Conceit  d'Fhity  a  body  of  administrators,  generally  entire 
strangers  to  industrial  transactions,  ■\\-lio  have  no  interest  in 
])ronioting  enterprises,  and  are  apt  to  tliiiik  that  the  purpose 
of  their  institution  is  to  restrain  them ;  whose  consent  cannot 
in  any  ease  be  obtained  without  uu  anionnt  of  time  and 
laboui"  which  is  a  very  serious  hindi'ance  to  the  commence- 
ment of  an  entei'prise,  wJiile  the  extreme  uncertainty  of 

•  By  an  act  of  the  year  1852,  called  the  Indnstriiil  atitl  Provident  SoclPtiw 
Act,  for  which  the  nation  is  imleltted  tn  the  public-spirited  exertions  of  Mr. 
filaney,  mdustrial  associations  of  working  people  are  admitted  to  the  etalutory 
privilegca  of  Friendly  Societies.  This  not  only  exempts  them  from  the  fonuuli- 
Um  applicable  to  joint-Btock  companies,  but  provides  for  the  settlement  of  dis- 
putes among  the  partners  without  recourse  to  the  Court  of  Chancery.  Tlierc  are 
still  some  defects  in  the  provisions  of  this  Act,  which  hamper  the  proceBdinge  of 
tlio  Societies  iu  several  respects ;  as  is  pointed  ont  in  the  Almanack  of  the  Bocb* 
dale  EijuitabJe  Pioneers  for  186'\. 
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obtaining  that  consent  at  all  ia  a  great  discouragement  to 
capitalists  who  wouKl  I»e  willing  to  subscribe.  In  regard  to 
joint-stock  companies  without  limitation  of  resjionsibility, 
which  in  England  exist  in  such  numbers  and  are  fonned 
with  siich  facility,  these  associations  cannot,  in  France,  exist 
at  all ;  for,  in  cases  of  unlimited  partnership,  the  French 
law  does  not  permit  the  division  of  tlic  capital  into  trans- 
ferable sliares. 

The  best  existing  laws  of  partnership  appear  to  be  those 
of  the  New  England  States.  According  to  Mr.  Carey,* 
"  nowhere  is  association  so  little  trammelled  by  regulations 
as  in  New  England  ;  the  consequence  of  which  is,  tluit  it  is 
carried  to  a  greater  extent  there,  and  pai-ticularly  in  Massa- 
chusetts and  Rhode  Island,  than  in  any  other  part  of  the 
world.  In  these  states,  the  soil  is  covered  with  coinpO'gnies 
anonymes — chartered  companies — for  almost  every  conceiv- 
able purpos^e.  Every  town  is  a  eorporatiun  for  t!ic  manage- 
ment of  its  roads,  bridges,  and  schools ;  which  are,  therefore, 
under  the  direct  control  of  those  who  pay  for  them,  and  are 
consequently  well  managed.  Academics  and  churclies,  ly- 
cenms  and  libraries,  saving-fund  societies,  and  trust  eom- 
paniee,  exist  in  numbers  proportioned  to  the  wants  of  the 
people,  and  all  are  corporations.  Every  district  has  its 
local  baiJc,  of  a  size  to  suit  its  wants,  the  stock  of  which  i& 
owned  by  the  small  capitalists  of  the  neighborhood,  and 
managed  by  themselves ;  the  consequence  of  which  is,  that 
in  no  part  of  the  world  is  the  system  oi'  banking  so  perfect 
— so  little  liable  to  vibration  in  tlu;  amount  of  loans — the 
necessary  effect  of  which  is^  that  in  none  is  the  value  of  prop- 
erty so  little  affected  by  changes  in  the  amount  or  value 
of  the  cuiTeucy  resulting  from  the  movements  of  their  (rtvn 
bankiug  institutions.  In  the  two  states  to  which  we  have 
particularly  referred,  they  arc  abuost  two  hundred  in  num- 
ber. Massachusetts,  alone,  offers  to  our  view  fil'ty-tliree 
insurance  offices,  of  various  fonna,  scattered  through  the 
state,  and  all  incorporated.     Factories  are  incorporated,  and 

*  Id  a  notu  appvuded  to  bU  translatiuu  of  M.  C'o<:]ut:liu'4  puper. 
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are  owned  in  Bharee ;  and  every  one  tliat  has  any  part  in 
the  management  of  their  concerns,  from  the  purchase  of  the 
raw  material  to  the  sale  of  the  manufactnrcd  article,  is  a 
part  owner ;  vrhile  every  one  employed  in  them  Iia&  a  ]>ro&- 
poet  of  becoming  one,  by  the  use  of  prudence,  exertion, 
and  economy.  Charitable  a&gociations  exist  in  lai^  num- 
bers, and  all  are  incoritorated.  Fishing  vessels  are  owned  in 
shares  by  those  who  navigate  them ;  and  tlie  sailors  of  a 
whaling  ship  depend  in  a  great  degree,  if  not  altogether, 
u{)on  the  success  of  the  voyage  for  their  compensation. 
Every  master  of  a  vessel  trading  in  the  Sontliem  Ocean  is  a 
part  owner,  and  the  interest  he  possesses  is  a  strong  induce- 
ment to  exertion  and  economy,  by  aid  of  wliieh  the  people 
of  ?vew  England  are  rapidly  driving  out  the  competition 
of  other  nations  for  the  trade  of  that  part  of  tlie  world. 
Wherever  settled,  they  exhibit  the  same  tendency  to  com- 
bination of  action.  In  Xew  York  they  are  the  chief  owners 
of  the  lines  of  packet  sldps,  which  are  divided  into  shares, 
owned  by  the  shipbuilders,  the  merchants,  the  mastei*,  and 
the  mates ;  which  last  generally  acqiure  the  mears  of  be- 
coming themselves  masters,  and  to  tliis  is  dne  tlieir  great 
success.  The  system  is  the  most  perfectly  democratic  of  any 
in  the  world.  It  affords  to  every  labourer,  every  sailor, 
every  operative,  male  or  female,  the  prospect  of  advance- 
ment ;  and  its  results  are  precisely  such  as  we  should  hare 
reason  to  expect.  lu  no  part  of  the  world  are  talent, 
indnstry,  and  prudence,  bo  certain  to  be  largely  rewarded." 
The  cases  of  insolvency  and  frand  on  tiie  part  of  char- 
tered companies  in  America,  which  have  caused  so  much 
loss  and  so  much  scandal  in  Europe,  did  not  occur  in  the 
part  of  the  Union  to  which  this  extract  refci-s,  but  in  the 
other  States,  in  which  the  nght  of  association  is  much  more 
fettered  by  l^al  restrictions,  and  in  which,  accordingly, 
joint-stock  associations  are  not  comparable  in  number  or 
variety  to  those  of  New  England.  Mr.  Carey  adds,  "  A 
careful  examination  of  the  systems  of  the  several  states,  can 
Bcareolf,  wo  think,  fail  to  convince  the  reader  of  the  advan- 


tftge  resulting  from  permitting  men  to  determine  among 
themselves  the  terms  upon  which  thej  will  associate,  and 
allowing  the  associations  that  may  be  formed  to  contract 
■vrith  the  piildic  as  to  the  terms  upon  which  thev  will  trade 
together,  whether  of  the  limited  or  unlimited  liahility  of  the 
partners ;"  and  I  concur  in  thinking  that  to  this  conclusion^ 
science  and  legislation  must  come. 


§  8.     I  proceed  to  the  snh jeet  of  Insolvency  Laws. 

Good  laws  on  this  snliject  are  important,  iiret  and  prin- 
cipally, on  the  score  of  public  morals ;  whicli  arc  ou  no 
point  more  under  the  influence  of  the  law,  for  good  and 
evil,  tlian  in  a  matter  belonging  so  pre-eminently  to  the 
province  of  [aw  as  the  presei-vation  of  pecuniai'v  integrity. 
But  the  subject  is  also,  in  a  merely  economical  point  of  view, 
of  great  importance.  First,  because  the  economical  well- 
being  of  a  people,  anci  of  mankind,  depends  in  an  especial 
manner  upon  their  being  able  to  tmst  each  other's  engage- 
ments. Secondly,  becfiuse  one  of  tlie  risks,  or  expenses,  of 
industrial  operations  is  the  risk  or  expense  of  what  are  com- 
monly called  bad  debts,  and  every  saving  which  can  be 
efieeted  in  this  liability  is  a  diniiiintion  of  cost  of  produc- 
tion ;  by  dispensing  with  an  item  of  outlay  which  in  no  way 
conduces  to  the  desired  end,  and  which  must  be  paid  for 
either  l.)y  the  consunier  of  the  commo<lity,  or  from  the 
general  profits  of  capital,  according  as  the  burden  is  pecu- 
liar or  geueral. 

The  laws  and  practice  of  nations  on  this  subject  have 
almost  always  been  in  extremes.  Tiie  ancient  laws  of  most 
countries  were  all  severity  to  the  debtor.  They  invested  the 
creditor  with  a  power  of  coercion,  more  or  less  tyrannical, 
which  he  might  use  against  his  insolvent  debtor,  either  to 
extort  the  surrender  of  hidden  property,  or  to  obtain  satis- 
faction of  a  vindictive  character,  which  might  console  him 
for  the  non-payment  of  the  debt.  This  arbitrary  power  has 
extended,  in  6i>me  countries,  to  making  the  insolvent  debtor 
ficrve  the  creditor  as  his  slave ;  in  which  plan  there  were  at 


least  some  grains  of  common  Eeiise,  since  it  might  ]>OBsibly 
be  regarded  as  a  scheme  for  making  him  work  out  tlie  debt 
by  his  labttur.  In  England,  the  coercion  assumed  the  milder 
form  of  ordinary  iniprisouraent.  Tlic  one  and  tlie  other 
were  the  barbai*ouB  expedients  of  a  rude  age,  repugnant  to 
justice  as  well  &a  to  hinnanity.  Uiifi>rtunatL'ly  the  reform 
of  them,  like  that  of  tlie  eriminal  law  generally,  has  becu 
taken  in  hand  as  an  uffuir  of  humanity  only,  not  of  justice: 
and  the  modish  humanity  of  the  present  time,  whicli  is  csseu- 
tially  a  tiling  of  one  idea,  has  in  this'as  in  other  cases  gone 
into  violent  reaction  against  the  ancient  severity,  and  might 
almost  be  supposed  to  see,  in  the  fact  of  Imving  lost  or 
squandered  other  people's  property,  a  peculiar  title  to 
indulgence.  Everything  in  the  law  which  attached  disagree- 
able consequences  to  that  fact,  was  gradually  relaxed,  or 
entirely  got  rid  of:  until  the  demoralizing  eflects  of  this 
laxity  became  so  evident  as  to  determine,  by  more  recent 
legislation,  a  salutary  though  very  insufficient  movement  in 
the  reverse  direction. 

Tlie  indulgence  of  the  laws  to  those  who  have  made  them- 
selves unable  to  pay  their  just  debts,  is  usually  defended,  ou 
the  plea  that  the  sole  object  of  the  law  should  be,  in  case  of 
insolvency,  not  to  coerce  the  person  of  the  debtor,  but  to 
get  at  his  property,  and  distribute  it  fairly  among  the  credi- 
tors. Assuming  that  this  is  and  ought  to  be  the  sole  object, 
the  mitigation  of  the  law  was  in  the  first  instance  carried  so 
far  as  to  sacrifice  that  object.  Imprisonment  at  the  discretion 
of  a  creditor  was  really  a  powerftil  engine  for  extracting  from 
the  debtor  any  property  which  he  had  concealed  or  other- 
wise made  away  with :  and  it  remains  to  be  shown  by 
experience  whether,  in  depriving  creditors  of  this  instru- 
ment, the  law,  even  as  last  amended,  has  fumislied  them 
with  a  sufficient  equivalent.  But  tlie  doctrine  that  the  law 
has  done  all  that  ought  to  be  expected  from  it,  when  it  has 
put  tlie  creditors  in  possession  of  the  property  of  an  insol- 
vent, is  in  itself  a  totally  inadmissible  piece  of  spurious 
bumHnitv.    It  is  the  biasvue&a  of  law  to  prevent  wrong- 
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doing,  and  not  simply  to  patch  up  the  consequences  of  it 
■when  it  has  been  committed.  The  law  is  bound  to  take  care 
that  insolvency  shall  not  be  a  good  pecuniary  speculatit)n ;  tliat 
men  shall  not  have  the  privilege  of  hazarding  other  people's 
property  without  their  knowledge  or  consent,  taking  the 
profits  of  the  enterprise  if  it  is  suceossfiil,  and  if  it  fails, 
throwing  the  loss  upon  the  rightful  owners ;  and  that  they 
shall  not  lind  it  answer  to  make  tliemselves  unable  to  pay 
their  just  debts,  by  spending  the  money  of  their  creditors  in 
personal  indulgence.  It  is  admitted  that  what  is  technically 
called  fraudnlent  bankruptcy,  the  false  pretence  of  inability 
to  pay,  is,  when  detected,  properly  subject  to  punishment. 
But  docs  it  follow  that  insolvency  is  not  the  consequence  of 
misconduct  because  the  inability  to  pay  may  be  real  ?  If  a 
man  has  been  a  spendthrift,  or  a  gambler,  with  property  on 
which  his  creditors  had  a  prior  claim,  shall  lie  pass  scot-fi-eo 
because  the  mischief  is  consummated  and  the  money  gone? 
Is  there  any  very  material  difference  in  point  of  morality 
between  this  conduct,  and  those  other  kinds  of  dishonesty 
■which  go  by  the  names  of  fraud  and  embezzlement  ? 

Such  cases  are  not  a  minority,  hut  a  large  majority  among 
insolvencies.  The  statistics  of  bankruptcy  prove  the  fact. 
*'  By  far  the  greater  part  of  all  insolvencies  arise  from  noto- 
rious misconduct ;  the  proceedings  of  the  Insolvent  Debtoi*8 
Court  and  of  the  Bankruptcy  Court  will  prove  it.  Excessive 
and  unjustitiahle  overtrading,  or  most  absurd  speculation  in 
<joinmodities,  merely  because  the  poor  speculator  *  thought 
they  would  get  up,^  but  why  he  thought  so  he  cannot  tell ; 
spcenlations  iu  hops,  in  tea,  in  silk,  in  corn — things  with 
which  he  is  altogether  unacquainted ;  wild  and  absurd  in- 
vestments in  foreign  fluids,  or  in  joint-stocks;  these  are 
among  the  most  innocent  causes  of  bankruptcy."  *  Tlie  ex- 
perienced and  intelligent  writer  fixira  whom  I  quote,  corrob- 
orates his  assertion  by  the  testimony  of  several  of  the  official 
assignees  of  the  Bankruptcy  Court.     One  of  them  says,  "As 

*  From  a  volunie  published  la  184S,  entiUed,  "  Credit  the  Life  of  Com< 
merce,"  by  Mr.  J.  H.  Elliott. 
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far  as  I  can  collect  from  the  books  and  documents  furnished 
by  thu  biuiknipts,  it  seems  to  nie  tliat"  in  thu  wliole  number 
of  L-ases  which  occurred  during  a  given  time  in  the  eouit  to 
wliich  he  was  attached,  "  fourteen  liave  been  ruined  by  spec- 
ulations in  things  with  wbicli  they  were  unacquainted  ;  three 
by  ncgU'cting  book-keeping;  ten  by  trading  beyond  then* 
capital  and  means,  and  tlie  consequeut  loss  and  expense  of 
accommodation-bills;  forty -nine  by  expending  more  than 
tliey  could  reasonably  hope  their  profits  would  be,  thongh 
theh"  business  yielded  a  fair  return ;  none  by  any  general 
distress,  or  the  falling  oflf  of  any  particular  branch  of  trade." 
Another  of  these  otiicers  says  th<at,  during  a  period  of  eighteen 
mouths,  "  fifty-two  ca^es  of  baiikniptcy  have  come  under  my 
care.  It  is  my  opinion  that  thirty-two  of  these  have  arisen 
from  an  imprudent  expenditure,  and  five  partly  from  that 
cause,  and  partly  from  a  pressure  on  the  business  in  which 
the  bankrupts  wei-e  employed.  Fifteen  I  attribute  to  im- 
provident speculations,  combined  m  many  mstances  with  an 
extravagant  mode  of  life." 

To  these  citations  the  author  adds  tlie  following  state- 
ments from  his  personal  means  of  knowledge.  "Many 
insolvencies  are  produced  by  tra*:lcsmen's  indolence ;  they 
keep  DO  books,  or  at  least  imperfect  ones,  which  they  never 
balance;  they  never  take  stock;  they  employ  servants,  if 
their  trade  be  extensive,  whom  they  are  too  indolent  even  to 
supervise,  aud  then  become  insolvent.  It  is  not  too  much  to 
say,  that  one-half  of  all  the  pereons  engaged  in  trade,  even 
in  London,  never  take  stock  at  all :  they  go  on  year  after 
year  without  knowing  how  their  affairs  stand,  and  at  lost 
like  the  child  at  school,  they  find  to  their  suri^rise,  but  one 
halfpenny  let\  in  their  pocket.  I  will  venture  to  say  tliat 
not  one-fourth  of  all  the  persons  in  the  provinces,  either 
manufacturers,  tradesmen,  or  farmers,  ever  take  stock;  nor 
in  fact  do  one-half  of  them  ever  keep  account-books, 
deserving  any  other  name  than  memorandum  books.  I 
know  sufficient  of  the  concerns  of  five  hundred  small  trades- 
men in  the  provinces,  to  be  enabled  to  say,  that  nut  out^- 
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fifth  of  them  ever  take  stock,  or  keep  even  tlie  most  ordinaiy 
acoountb.  I  am  prepared  to  say  of  such  tradesmen,  from 
carefully-prei»ared  tables,  gi\*ing  every  advantage  whore 
there  has  been  any  doubt  as  to  the  causes  of  their  iuaol- 
vency,  that  where  nine  happen  from  extravagance  or 
dishoneety,  one"  at  most  "may  be  referred  to  raietbrtune 
alone."  * 

Is  it  rational  to  expect  among  the  trading  classes  any 
liigh  sense  of  justice,  honour,  or  integrity,  if  the  law  enables 
men  who  act  in  this  manner  to  slmftle  off  the  consequences 
of  their  misconduct  upon  those  who  have  been  so  unfortunate 
as  to  trust  them ;  and  practically  proclaims  that  it  looks 
upon  insolvency  thus  produced,  aa  a  **mififoi-tune,"  not  an 
offence  1 

It  is,  of  course,  not  denied,  that  insolvencies  do  arise 
from  causes  beyond  the  control  of  the  debtor,  and  that,  iii 
many  more  cases,  his  culpabiUty  is  not  of  a  high  order;  and 
the  law  ought  to  make  a  distinction  in  favour  of  such  cases, 
but  not  witliout  a  searching  investigation ;  nor  should  iho 
case  ever  be  let  go  witliout  liaving  ascertained,  in  the  moat 
complete  manner  practicable,  not  the  fivct  of  insolvency  only^ 
but  the  cause  of  it.  To  have  been  tnisted  with  money  or 
money's  worth,  and  to  have  lost  or  spent  it,  is  prhrui  fucU 
evidence  of  something  wrong  :  and  it  is  not  for  the  creditor  to 
prove,  whicli  he  cannot  do  in  one  ease  out  often,  that  there 
has  been  criminality,  but  for  the  debtor  to  rebut  tlie  pre- 
enmption,  by  laying  open  the  whole  state  of  his  affairs,  and 
shoNnng  either  that  there  has  been  no  misconduct  or  that  the 
misconduct  has  been  of  an  excusable  kmd.  If  he  fail  in  this, 
he  ought  never  to  be  dismissed  without  a  punishment  propor- 
tioned to  the  degree  of  blame  which  seems  justly  imputal)!© 
to  bini ;  wliieh  punishment,  however,  miglit  be  shortened  or 
mitigated  in  proportion  as  he  appeared  likely  to  exert  him- 
self in  repairing  the  injury  done. 

It  is  a  common  argument  with  those  who  approve  a  re- 
laxed system  of  insolvency  laws,  that  credit,  except  in  the 
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great  operations  of  commerce,  is  aii  evil ;  and  that  to  deprive 
creditors  of  legal  redress  is  a  judicious  means  of  preventing 
credit  from  being  given.  Tliat  wliich  is  given  by  retail 
dealers  to  unproductive  cousumers  is,  no  doubt,  to  the  excess 
to  which  it  is  carried,  a  considerable  evil.  This,  howe\-er. 
is  only  true  of  large,  and  especially  of  long,  ci-edits ;  for 
there  is  credit  Mhenever  goods  are  not  paid  for  before  they 
quit  the  shop,  or,  at  least,  the  custody  of  the  seller;  and 
there  would  be  much  inconvenience  in  putting  an  end  to 
this  sort  of  credit.  But  a  large  proportion  of  the  debts  on 
which  insolvency  laws  take  effect,  are  those  due  by  small 
tradesmen  to  the  dealers  who  supply  them :  and  on  no  class 
of  debts  does  the  demoralization  occasioned  by  a  bad  state 
of  the  law,  operate  more  perniciously,  Tliese  are  commer- 
cial credits,  which  no  one  wishes  to  see  curtailed  ;  theii*  ex- 
istence is  of  great  importance  to  the  general  industry  of  the 
cotmtry,  and  to  numbers  of  honest,  well-conducted  persons 
of  small  means,  to  whom  it  would  be  a  great  injury  that 
they  should  be  prevented  from  obtaining  the  accommodation 
they  need,  and  would  not  abuse,  through  the  omission  of  the 
law  to  provide  just  remedies  against  dishonest  or  reckless 
borrowers. 

But  though  it  were  granted  that  retail  transactions,  on 
any  footing  hut  tliat  of  ready  money  payment,  are  an  evil, 
and  their  entire  suppression  a  fit  object  for  legislation  to  aim 
at ;  a  worse  mode  of  compassing  that  object  could  scarcely 
be  invented,  than  to  permit  those  who  have  been  trusted  by 
others  to  cheat  and  rob  tliem  with  impunity.  The  law  does 
not  generally  select  the  vices  of  raaukind  as  the  appropriate 
instrument  for  iniiicting  chastisement  on  the  comparatively 
innocent :  when  it  seeks  to  discourage  any  course  of  action, 
it  (iocs  so  by  applying  inducements  of  its  own,  not  by  out- 
lawing those  who  act  in  the  manner  it  deems  objectionable, 
and  letting  loose  the  predatory  instincts  of  tlie  worthless  part 
of  mankind  to  feed  upon  them.  If  a  man  has  committed 
|lirder,  the  law  condemns  hiin  to  death ;  but  it  does  not 
^mise  impunity  to  anybody  who  may  kill  him  for  the  sake 


euioiis 
ging  it,  the  spectacle  should  be  brought  Lome  to  every  door, 
of  triumpliaiit  rascality,  with  the  law  oa  its  bide,  mocking 
the  victims  it  lias  made.  Tliia  pestilent  example  has  heen 
very  widely  exhibited  since  the  relaxation  of  the  inflolvency 
laws.  It  i^  idle  to  expect  that,  even  by  absolutely  depriving 
creditors  of  all  legal  redress,  the  kind  of  credit  which  is  con- 
sidered olijectionable  would  really  be  very  much  checked. 
Rogues  and  ewimilers  are  still  an  exception  among  mankind, 
and  people  will  go  on  truetijig  each  other's  promises.  Large 
dealer?,  in  abimdant  business,  would  refuse  credit,  as  many 
of  them  already  do  :  but  iii  the  eager  competition  of  a  great 
town,  what  can  be  expected  fi>3m  the  tradesmen  to  whom  a 
single  customer  is  of  importance,  the  beginner,  perhaps,  who 
is  striving  to  get  into  business  2  He  M'ill  take  the  risk,  even 
if  it  were  still  greater ;  he  is  ruined  if  he  cannot  sell  his 
goods,  and  he  can  but  be  mined  if  he  is  defrauded.  Nor 
does  it  avail  to  say,  that  he  ought  to  make  proper  inquiries, 
and  ascertain  the  character  of  those  to  whom  he  supplies 
goods  on  trust.  In  some  of  the  most  flagrant  eases  of  prof- 
ligate debtors  wliich  have  come  before  the  Bankruptcy  Court, 
the  swindler  had  been  able  to  give,  and  had  given  excellent 
references.* 


•  The  following  exlraccs  from  llic  French  Code  de  Commerce  (the  tranelo- 
tion  is  tbat  of  Mr.  Fane),  show  the  ^-.it  extent  to  which  tliojjitt  distinctions  are 
made,  and  the  proper  iiiVL'stigulioiw  provided  for,  by  French  law.     Tilt  word 
battyuerute,,  which  can  only  bo  translated  hy  bankruptcy,  is,  however,  confined 
I      in  France  to  ntlpahh  ineolvency,  which  is  diBtinguiehed  into  simjtfe  bankruptcy 
I      &Tid frtimlulfi^nt  bankruptcy.     The  following  are  cases  of  flimple  bankruptcy:— 
"Every  insolvent  who,  in  the  inveeUgatloG  of  his  affiiii-a,  eball  appear  charge- 
able with  one  or  nuirc  of  the  following  oftcnci^,  shall  be  proceeded  against  as  a 
tilmple  lunkrupt. 

''  If  his  house  expeuaes,  which  he  Ja  bound  to  enter  regularly  in  a  day-book, 
I      appear  eiccfwive. 

''  If  be   has  spent  considerable   sum^   nt   play,  or  in   operations  of  pure 
hazard. 

* 

L*^If  it  ahall  appear  that  he  has  borrowed  largely,  or  reauld  merchaadiM  at  a 
49 
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loa,  or  below  tbe  cnrrtmt  price,  aher  it  appcurc^  by  his  Ua  accoani-taking  that 
hiB  debte  exceeded  bb  aneu  by  ooe-bilf. 

"  If  be  hu  inaed  negocitble  ftectiriUea  to  three  timea  the  amount  of  bis  ATiil- 
HUe  aaietA,  lArcorduig  to  bU  last  accoant-takiag. 

"The  following  matf  alw)  he  proceeded  against  aa  siniple  bankmpts:— 

**  He  who  ban  doc  dedared  hia  own  insolvenoy  in  the  manner  prescribed  br 
law: 

"  He  wbo  has  not  come  in  and  surrendered  within  the  time  limited,  hsTiog 
DO  l(^tinuu«  exeuiie  for  biit  absence : 

"  He  who  either  products  uo  books  at  all,  or  produces  sncb  as  hare  been 
irregularly  kept,  and  this  although  tbe  irregularities  may  not  indicate  Iraad.^ 

Tbe  penalty  for  "simple  bankruptcy"  is  iniprisoiuuent  for  a  tenn  of  not  leas 
than  one  monlli,  cor  more  than  two  yeara.  The  following  are  cases  of  frmada- 
lent  bankruptcy,  of  which  tbe  puniahmcnt  U  travaux  foreia  (tfae  galleya),  for  a 
tenn: 

"If  be  has  attempted  to  account  for  his  property  by  fictitious  expenses  and 
losse8,  or  if  he  dovs  nut  fully  account  for  all  his  receipts: 

*'  If  he  has  fraudulently  concealed  any  dum  of  money  or  any  debt  due  to 
him,  or  any  merchiindijie  or  other  moveables: 

**  if  he  haii  made  fraudulent  sales  or  gift^  of  his  property : 

*'  If  he  has  allowed  Hctitious  debt«  to  be  prtn-cd  against  hu  estate: 

"  If  be  has  been  enlruated  with  property,  either  merely  to  keep,  or  with 
5pccia]  dircctiona  us  to  its  u^,  and  has  nevertheless  appropriated  it  to  bi^  own 
u£e : "  (for  such  acts  of  peculation  by  trustees  there  t6  generally  in  England  only 
a  civil  remedy,  and  that  too  through  the  Court  of  Cliaucenr' :) 

"  If  be  has  purchased  real  property  in  a  borrowed  name ; 

'*  If  he  has  concealed  his  books. 

"The  following  »/i«y  also  be  proceeded  against  in  a  similar  way: — 

"  He  who  has  not  kept  bool!:^,  or  whose  books  shall  not  exhibit  bis  real 
situation  as  regards  his  debts  and  credits. 

"  He  who,  having  obtained  a  protection  {%auf-conduit\  shall  not  bare  duly 
attoDded.** 

These  various  prOTisJons  relate  only  to  commercial  insolvency.  Tbe  laws  ia 
regard  to  otdiawj  debia  are  considerably  more  rigorous  to  the  deiilor. 


CHAPTER  X. 

OF  IKTERFEEExVCES  OF  GOVERNMENT  GROUNDED  ON 
ERRONEOUS   THEORIEa 


§  1.  From  the  necessary  fiinctious  of  government,  and 
the  effects  jirodueed  ou  the  economical  interests  of  society 
by  their  good  or  ill  dit-tharge,  we  proceed  to  the  functions 
■which  belong  to  what  1  have  termed,  for  want  of  a  better 
designationj  the  optional  class  ;  those  which  are  sometimes 
assumed  by  governments  and  sometimes  not,  and  which  it 
is  not  unanimously  admitted  that  they  ought  to  exercise. 

Before  entering  on  the  general  principles  of  the  ques- 
tion, it  will  be  advisable  to  clear  from  our  path  all  those 
cases  in  which  government  interference  works  ill,  because 
grounded  on  falae  views  of  the  subject  interfered  with. 
Such  cases  have  no  connection  with  any  theory  respecting 
the  proper  limits  of  interference.  There  are  some  things 
with  which  governments  ought  not  to  meddle,  and  other 
things  with  which  they  ought ;  but  whether  right  or  wrong 
in  itself,  the  interference  must  work  for  ill,  if  government, 
not  understanding  the  subject  which  it  meddles  with,  med- 
dles to  bring  about  a  residt  which  would  be  mischievous. 
We  will  therefore  begin  by  passing  in  review  various  false 
theories,  which  have  from  time  to  timti  formed  the  ground 
of  acts  of  government  more  or  lees  economically  injurious. 

Former  writers  on  political  economy  have  found  it  need- 
ful to  devote  much  trouble  and  space  to  this  department  of 
their  subject.  It  has  now  happily  become  possible,  at  least 
in  our  own  country,  greatly  to  abridge  this  purely  negative 
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part  of  onr  disciisfiions.  The  false  theories  of  jiolitical  econ- 
omy wliich  have  done  so  mucli  mischief  in  times  past,  are 
entirely  discredited  among  all  who  Lave  not  laggtid  behind 
tlie  general  prugret-s  of  opinion  j  and  few  of  the  enaotnieuts 
which  were  once  grounded  on  t)iose  theories  still  help  to 
deform  the  statute-book.  As  the  principles  on  which  their 
condemnation  rests  have  been  fully  set  fortli  in  other  })arts 
of  this  treatise,  we  may  here  content  ourselves  with  a  few 
brief  indications. 

Of  tliese  false  theories,  the  most  notable  is  the  doctrine 
of  Protection  to  Kative  Industry ;  a  phrase  meaning  the 
jtroliibition,  or  the  di scour jigcm en t  by  heavy  duties,  of  such 
foreign  conunodities  as  are  capable  of  being  produced  at 
home.  If  the  theory  involved  in  this  system  bad  been  cor- 
rect, the  practical  conclusions  grounded  on  it  M'ould  not 
have  been  unreasonable.  The  theory  was,  that  to  buy  things 
produced  at  home  was  a  national  benefit,  and  the  introduc- 
tion of  foreign  commodities,  generally  a  national  loss.  It 
being  at  the  same  time  evident  that  the  interest  of  the  con- 
sumer ia  to  buy  foreign  commodities  in  preference  to  domes- 
tic whenever  tlicy  arc  cither  cheaper  or  better,  the  interest 
of  the  consumer  appeared  in  this  respect  to  be  contrary  to 
the  public  interest ;  lie  was  certam,  if  left  to  his  own  incli- 
nations, to  do  what  according  to  the  theory  was  injurious  to 
the  public. 

It  was  shown,  however,  in  our  analysis  of  the  efifects  of 
international  trade,  as  it  had  been  often  shown  Ijy  former 
writers,  that  the  !ni]>ortation  of  foreign  commodities,  in  the 
common  cuursu  of  traffic,  never  takes  place,  except  when  it 
IB,  economically  speaking,  a  national  good,  by  causing  tlic 
same  amount  of  commodities  to  be  ol.itained  at  a  smaller 
cost  of  labour  and  capital  to  the  coimtry.  To  prohibit, 
therefore,  this  importation,  or  impose  duties  which  prevent 
it,  ia  to  rcuilcr  the  hiboiu-  and  capital  of  the  country  less 
efficient  in  ])roduction  than  they  would  other\vi8e  bo ;  and 
compel  a  waste,  of  the  difference  between  the  labour  and 
capitul  necessary  for  the  home  production  of  the  commod- 
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ity,  and  that  wliieb  is  re<[uitvil  for  protlueing  the  tilings 
with  M'hich  it  cau  be  purchased  irom  abroad.  Tlie  anionnt 
of  national  loss  tlms  ocTHBioiiod  is  measured  by  the  excess 
of  the  price  at  which  the  conunodity  is  produced,  over  that 
at  which  it  could  be  imported.  In  the  ease  of  iiiaitufActurcd 
goods  the  whole  differeuee  between  the  two  |>rice8  is  al>- 
sorbed  in  indeiimifyiiij^  tiie  producers  for  waste  of  labour, 
or  of  tlie  capital  wliicii  supports  that  labour.  Tliose  who 
are  supposed  to  be  benefited,  imuiely  the  makers  of  the  pro- 
tected articles,  (luiless  they  form  an  exclusive  company,  and 
have  a  monopoly  against  their  own  countrymen  as  well  as 
against  foreigners,)  do  not  obtain  higher  profits  than  other 
people.  All  is  sheer  loss,  to  the  country  as  well  as  to  the 
consumer.  When  the  protected  article  is  a  product  of  agri- 
culture— the  waste  of  labour  not  being  incurred  on  the 
whole  produce,  but  only  on  what  may  be  called  the  last  in- 
stalment of  it — the  extra  price,  is  only  in  part  an  indemnity 
for  waste,  the  remainder  being  a  tax  paid  to  the  landlords. 

The  restrictive  and  prohibitoi7  policy  was  originally 
grounded  on  what  is  called  the  Mercantile  System,  which 
representing  the  advantage  of  foreign  trade  to  consist  solely 
in  bringing  money  into  the  country,  gave  artificial  encour- 
agement to  exportation  of  goods,  and  discouutGuaneed  their 
importation.  Tlie  only  exceptions  to  tlie  system  M'ere  those 
required  by  the  system  itself.  The  materials  and  instm- 
mentft  of  production  were  the  subject  of  a  contrary  policy, 
directed  hoNvover  to  the  same  end ;  thoy  wore  freely  imported, 
and  not  permitted  to  be  exported,  in  order  that  manufacturers, 
being  mure  cheaply  supplied  with  the  requisites  of  manufac- 
ture, might  be  able  to  sell  cheaper,  and  tliercforc  to  export 
more  largely.  For  a  similar  reason,  importation  was  allowed 
and  even  favoured,  when  confinM  to  the  productions  of  coun- 
tries which  were  supposed  to  take  from  the  country  still  more 
tlian  it  took  from  them,  thus  enriching  it  by  a  favourable 
balance  of  trade.  As  part  of  the  same  sy^em,  colonies  were 
founded,  for  the  eupijoscd  advantage  of  compelling  them  to 
buy  our  commodities,  or  at  all  events  not  to  buy  those  of 
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any  otiier  country  :  in  return  for  which  restriction,  \re  were 
generally  willing  to  come  under  an  equivalent  obligation 
witli  respect  to  the  staple  pi'oductions  of  the  colonists.  The 
cou8e<iueiices  of  the  theory  were  pushed  eo  far,  that  it  was 
not  unusual  even  to  give  bounties  on  ex|)ortatioTi,  and  in- 
duce foreigners  to  buy  fi-om  us  rather  than  from  other  coun- 
tries, by  a  cheapucBS  whioli  we  artificially  produced,  by 
paying  jjart  of  the  price  for  them,  out  of  our  own  taxes. 
This  is  a  stretch  be}ond  the  point  yet  reached  by  any  pri- 
vate tradesman  in  his  competition  for  business.  Ko  shop- 
keeper, I  should  think,  ever  made  a  practice  of  bribing  cus- 
tomers by  ficlHng  goods  to  them  at  a  permanent  loss,  mak- 
ing it  up  to  himself  from  other  funds  iu  his  possession. 

The  principle  of  the  Mercantile  Theory  is  now  given  up 
even  by  writers  and  governments  who  still  cling  to  the 
restrictive  system.  Whatever  hold  tliat  system  has  over 
men's  minds,  independently  of  the  private  interests  exposed 
to  real  or  apprehended  loss  by  its  abandonment,  is  derived 
from  fallacies  otiier  than  the  old  notion  of  the  benefits  of 
Leaping  up  money  in  the  country.  The  most  efieetive  of 
these  is  the  specious  plea  of  employing  our  o^^'n  countrymen 
and  our  national  industry,  instead  of  feeding  and  supporting 
the  industry  of  foreigners.  The  answer  to  this,  from  the  prin- 
ciples laid  do^ni  iu  former  chapters,  is  evident.  Without 
reverting  to  the  fimdamcntal  theorem  discussed  in  an  early 
part  of  the  present  treatisej*  resjiecting  the  nature  and 
sources  of  emplo>Tnent  for  labour,  it  is  sufficient  to  say, 
what  has  usually  been  said  by  the  advocates  of  free  trade, 
that  the  alternative  is  not  between  employing  our  own  peo- 
ple and  foreigners,  but  between  employing  one  class  and 
another  of  our  own  people.  Tlie  imported  commodity  is 
always  paid  tor,  directly  or  indirectly,  with  tlie  produce  of 
our  own  industry :  that  industry  being,  at  the  same  time, 
rendered  more  productive,  since,  with  the  same  labour  and 
outlay,  we  arc  enabled  to  possess  ourselves  of  a  gi-eater 
quantity  of  the  article.     Tlioae  who  have  not  well  consid- 

*  Supra,  \o\,  \.  VV-  ^^^  *A  k(\<\> 
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ered  the  subject  are  apt  to  suppose  that  our  exporting  an 
equivalent  in  our  own  produce,  tor  tlie  foreign  articles  wu 
consume,  depends  on  contingencies — tm  the  consent  of  for- 
eign countries  to  make  some  corresponding  relaxation  of 
their  own  restrictions,  or  on  the  question  ■whether  those 
from  whom  \vc  buy  are  induced  by  tiuit  circumstance  to 
buy  more  from  na;  and  that,  it'  these  things,  or  things 
equivalent  to  thcin,  do  not  happen,  the  payment  must  be 
made  in  money.  Now,  in  tlie  first  place,  tliero  is  nothing 
more  ohjectionahle  in  a  money  payment  than  in  payment 
by  any  other  medium,  if  tlic  state  of  the  market  makes  it 
the  most  advantageous  remittance ;  and  the  money  itself 
was  first  acquired,  and  would  again  be  replenished,  by  the 
export  of  an  equivalent  value  of  our  own  products.  But,  in 
the  next  place,  a  very  short  interval  of  paying  in  money 
would  so  lower  prices  as  either  to  stop  a  part  of  the  import- 
ation, or  raise  up  a  foreign  demand  for  onr  produce,  suffi- 
cient to  pay  for  the  impoits.  I  gi-ant  that  this  disturbance 
of  the  equation  of  international  demand  would  he  in  some 
degree  to  our  disadvantage,  in  the  pui'chase  of  other  im- 
ported articles ;  and  that  a  country  which  prohibits  some 
foreign  commodities,  does,  cwttru  paribus,  obtain  those 
which  it  does  not  prohibit,  at  a  less  price  than  it  wonid 
otherwise  have  to  pay.  To  express  the  same  thuig  in  other 
words  ;  a  country  which  destroys  or  prevents  altogether 
certain  branches  of  foreign  trade,  thereby  annihilating  a 
general  gain  to  the  world,  which  would  be  shared  in  some 
proportion  between  itself  and  other  connti'iee — does,  in  some 
circumstances,  draw  to  itself,  at  tlie  expense  of  foreigners,  a 
larger  share  than  would  else  belong  to  it  of  the  gain  arising 
from  that  portion  of  its  foreign  trade  which  it  suffers  to  sub- 
sist. But  even  this  it  can  only  be  enabled  to  do,  if  foreign- 
ers do  not  maintain  equivalent  prohibitions  or  restrictions 
against  its  commodities.  In  any  case,  the  justice  or  expe- 
diency of  destroying  one  of  two  gains,  in  order  to  engross  a 
rather  larger  share  of  the  other,  does  not  require  much  dis- 
cussion ;  the  gain,  too,  which  is  destroyed*  bein^',  in  i)ro]ioi"' 
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tion  to  the  magnitude  of  the  transactions,  the  Urger  of  tho 
two,  since  it  is  the  one  which  capital,  left  to  itself,  is  snp- 
pose<l  to  eeek  by  preference. 

Defeated  a^  a  general  theory,  the  Protectionist  doctrine 
finds  Bujiport  in  some  particular  cases,  from  considerations 
wliich,  when  really  in  point,  involve  gi'eater  iuterests  than 
mere  saving  of  labour  ;  the  interests  of  national  snbsisteueo 
and  of  national  defence.  The  dis<;ussions  on  the  Com  Laws 
have  familiarized  everj'body  with  the  plea,  that  we  ought 
to  be  indeppudcut  of  foreigners  for  the  food  of  the  people  ; 
and  the  Navigation  Laws  were  grounded,  in  theory  and 
profession,  on  the  necessity  of  keei«iig  up  a  "  nnrseiy  of 
seamen  "  for  t!ie  navy.  On  this  last  subject  I  at  once  admit, 
tliat  the  ohjcct  is  worth  the  sacrifice ;  and  that  a  country 
exposed  to  inraflion  by  eca,  if  it  cannot  otherwise  have  suffi- 
cient ships  and  sailors  of  its  own  to  secure  the  means  of 
manning  on  an  emergency  an  adequate  fleet,  is  quite  right 
in  obtaining  those  means,  even  at  an  economical  sacrifice  in 
point  of  cheapness  of  transport.  When  the  English  naviga- 
tion laws  were  enacted,  the  Dutch,  from  their  maritime 
&kill  and  tlieir  low  rate  of  profit  at  home,  were  able  to  car- 
ry ror  other  nations,  England  inclnded,  at  cheaper  rates 
than  those  nations  could  carry  for  thcmslvea  ;  which  placed 
all  other  countries  at  a  great  comparative  disadvantage  in 
obtaining  experienced  seamen  for  their  ships  of  war.  Tlie 
Navigation  Laws,  by  which  this  deficiency  was  remedied, 
and  at  the  same  time  a  blow  struck  against  the  maritime 
power  of  a  nation  with  which  England  was  then  frequently 
engiiged  in  liostilities,  were  probably,  though  economically 
disadvantageous,  politically  expedient.  But  English  ships 
and  sailors  can  now  navigate  as  chea]>ly  as  those  of  any 
other  country  ;  maintaining  at  least  an  equal  con»petition 
with  the  other  man'time  nations  even  in  their  own  trade. 
The  ends  which  may  once  have  justified  Xavigation  Laws, 
require  them  no  longer,  and  aflbrded  no  reason  for  main- 
taining this  invidious  exception  to  the  general  rule  of  fi-ee 
trade. 
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With  regard  to  subsistence,  the  plea  of  tlie  Protection- 
ists has  been  so  often  ami  ko  triumphantly  met,  that  it 
i*equires  little  notice  liere.  Tliat  country  is  the  most  stead- 
ily as  well  as  the  most  abundantly  supplied  with  food, 
which  draws  its  euppHea  from  the  largest  surface.  It  ia 
ridiculous  to  found  a  general  system  of  policy  on  so  im- 
probable a  danger  as  that  of  being  at  war  with  all  the 
nations  of  the  world  at  once ;  or  to  suppose  that,  even  if  infe- 
rior at  sea,  a  whtde  couatiy  could  be  blockaded  like  atown, 
or  that  tlie  growers  of  food  in  other  ctmntrics  would  not 
be  as  anxious  not  to  lose  an  advantageous  market,  as  we 
should  be  not  to  be  deprived  of  their  corn.  On  the  subject, 
however,  of  snbsisteuce,  there  is  one  jioint  which  deserves 
more  especial  consideration.  In  cases  of  actual  or  appre- 
hended scarcity,  many  countries  of  Europe  are  accustomed 
tto  stop  the  exportation  of  food.  Is  this,  or  not,  sound  policy  ? . 
There  can  be  no  doubt  that  in  the  present  state  of  inter- 
national morality,  a  people  cannot,  any  more  than  an  indi- 
vidual, be  blamed  for  not  starvuig  itself  to  feed  others. 
But  if  the  gi'eatest  amount  of  good  to  mankind  on  the 
whole,  were  the  end  aimed  at  in  the  maxims  of  internation- 
al conduct,  such  collective  churlishness  would  certainly  be 
condemned  by  them.  Suppose  that  iu  ordinary  circum- 
stances the  tnide  in  food  were  perfectly  free,  so  that  the 
price  in  one  country  could  not  habitually  exceed  that  in 
any  other  by  more  than  the  cost  of  carriage,  together  with 
a  moderate  profit  to  the  importer.  A  general  scarcity  en- 
sues, affecting  all  countries,  but  in  unequal  degrees.  If  the 
price  rose  in  one  country  more  than  in  otliere,  it  would  be  a 
proof  that  in  that  country  the  scarcity  was  severest,  and 
that  by  permitting  food  to  go  freely  thither  from  any  other 
country,  it  would  be  spared  from  a  less  urgent  necessity  to 
relieve  a  greater.  Wlien  the  interest,  therefore,  of  all  coun- 
tries ate  considered,  fi-ee  exportation  is  desirable.  To  the 
exporting  country  considered  separately,  it  may,  at  least  on 
the  particular  occasion,  bo  an  inconvenience :  but  taking 
into  account  that  the  country  which  is  now  the  giver.,  will 
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in  some  future  season  be  tiic  receiver,  and  the  one  tbat  h 
benefited  by  the  freedom,  1  cannot  bnt  think  tbat  even  to 
the  apprehension  of  food-rioters  it  might  be  made  apparent, 
that  in  pncli  eases  ilmy  sLoidd  do  to  others  what  they  would 
wish  done  to  themselves. 

In  countries  in  whieb  tlie  system  of  Protection  is  declin- 
ing, bnt  not  yet  wbolly  given  up,  suck  as  the  United  States, 
a  doctrine  has  come  into  notice  which  is  a  soil  of  compro- 
mise between  free  tmde  and  restriction,  namely,  that  pi-otec- 
tion  for  protection's  sake  is  improper,  bnt  tliat  tliere  is  noth- 
ing objectionable  in  having  as  much  protection  as  may  inci- 
dentally result  from  a  tariff  framed  solely  for  revenue. 
Even  in  England,  regret  is  sometimes  expressed  that  a 
*'  moderate  fixed  duty  "  was  not  preserved  on  com,  on  ac- 
count of  the  revenue  it  would  yield.  Independently,  how- 
ever, of  the  general  impolicy  of  taxes  on  the  necessaries  of 
life,  this  doctrine  overlooks  the  fact,  that  revenue  ib  received 
only  on  the  quantity  imported,  but  that  the  tax  is  paid  on 
the  entire  quantity  consumed.  To  make  the  public  pay 
much  that  the  treasury  may  receive  a  little,  is  no  eligible 
mode  of  obtaining  a  revenue.  In  the  case  of  manufactured 
articles  the  doctrine  involves  a  palpable  inconsistency.  The 
object  of  the  duty  as  a  means  of  revenue,  is  inconsistent 
with  its  affording,  even  incidentally,  any  protection.  It 
can  only  operate  as  protection  in  so  far  as  it  prevents  im- 
portation ;  and  to  whatever  degree  it  prevents  importation, 
it  affords  no  revemie. 

The  only  case  in  which,  on  mere  principles  of  political 
economy,  protecting  duties  can  be  defensible,  is  when  they 
are  imposed  temporarily  (especially  in  a  young  and  rising 
nation)  in  bopes  of  naturaliziTig  a  foreign  indnstry,  in  itself 
perfectly  suitable  to  the  cii-cumstaiices  of  the  country.  The 
superiority  of  one  countrj'  over  another  in  a  branch  of  pro- 
duction, often  arises  only  from  liavitig  begun  it  sooner. 
There  may  be  no  inherent  advantage  on  one  part,  or  disad- 
rantage  on  the  other,  bnt  only  a  present  superiority  of  ac- 
qnired  skill  and  experience.    A.vi<iuutry  which  has  this  skill 
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mid  experience  yet  to  acquire,  may  in  otlier  respects  be  bet- 
ter adapted  to  tbe  production  tlinn  those  ^\hicb  were  earlier 
in  the  field ;  and  besides,  it  is  a  jnst  remark  of  Mr.  Rae, 
tbat  nothing  lias  a  greater  tendency  to  promote  improve- 
nicuts  in  any  branch  of  prodnctlmi,  than  it&  trial  under  a 
new  set  of  conditions.  But  it  cannot  be  expected  that  indi- 
viduals should,  at  their  own  rislc,  or  rather  to  their  certain 
loss,  introduce  a  new  mauufaeture,  and  bear  the  burden  of 
carrying  it  on,  until  the  producers  have  been  educated  up 
to  the  level  of  those  with  wliom  tiie  processes  are  tradition- 
al. A  protecting  duty,  continued  for  a  reasonable  time, 
will  sometimes  be  the  least  inconvenient  mode  in  which  the 
nation  can  tax  itself  for  tlic  support  of  sucli  an  experiment. 
But  the  protection  should  he  contiiied  to  cases  in  which 
there  is  good  ground  of  assurance  that  the  industry  which 
it  fo3tei>^  will  after  a  time  be  able  to  dispense  with  it ;  nor 
should  the  domestic  producers  ever  be  allowed  to  expect 
that  it  will  be  continued  to  them  beyond  the  time  nocc&saiy 
for  a  fair  trial  of  what  they  are  capable  of  accomplishing. 

Tliere  is  only  one  part  of  the  Protectionist  scheme  which 
requires  any  further  notice  :  its  policy  towards  colonies,  and 
foreign  depondencies  ;  that  of  compelling  them  to  trade  ex- 
clusively with  the  dominant  coiintr\'.  A  conntry  which 
thus  secures  to  itself  an  extra  foreign  demand  for  its  com- 
modities, undoubtedly  gives  itself  some  mlvantage  in  tlie 
distribution  of  the  genera!  gaiua  of  the  commercial  world. 
Since,  however,  it  eauaes  the  industry  and  capital  of  the 
colony  to  be  diverted  from  channels,  which  are  proved  to 
be  the  most  productive,  iiiasmueh  as  they  are  those  into 
■which  indut^try  and  capital  spontaneously  tend  to  flow; 
there  is  a  loss,  on  the  whole,  to  the  productive  powers  of 
the  world,  and  the  mother  country  does  not  gain  po  much 
as  she  makes  the  colony  lose.  If,  therefore,  the  mother 
country  refuses  to  acknowledge  any  reciprocity  of  obliga- 
tions, she  imposes  a  tribute  on  the  colony  in  an  indirect 
mode,  greatly  more  oppressive  and  injurious  than  the  di- 
rect.    But  if,  with  a  more  equitable  spirit,  she  submits  lier- 
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self  to  corresponding  restiictions  for  the  benefit  of  the  colo- 
ny, the  result  of  tlio  whole  transaction  ia  the  ritUculons  one, 
that  each  party  loses  mnch,  in  order  that  the  other  may 
gain  a  little. 

§  2.  Next  to  the  system  of  Protection,  amonf^  mis- 
chievous inferfcreiices  with  the  spontaueoiis  course  of  iudus- 
Irial  transactions,  nuiy  be  noticed  certain  interferences  with 
contracts.  One  instance  is  that  of  the  Usury  Laws.  These 
originated  in  a  religious  prejudice  against  receiving  intei'CBt 
on  niouey,  derived  from  that  fruitful  source  of  mist'hief  in 
modem  Europe,  the  attempted  adaptation  to  Christianity 
of  doctrines  and  precepts  drawn  from  the  Jewish  law.  In 
Mahomcdan  nations  the  receiving  of  interest  is  formally  in- 
terdicted, and  rigidly  abstained  from  ;  and  Sisinoiidi  has 
noticed,  as  one  among  the  causes  of  the  industrial  inferior- 
ity of  the  Catholic,  conqtared  with  the  Protestant  j)art8  of 
Eui-ope,  that  the  Catholic  church  in  the  middle  ages  gave 
its  sanction  to  the  same  pi*ojndico;  which  subsists,  impaired 
but  not  destroyed,  wherever  that  religion  is  acknowledged. 
Where  law  or  conscientious  scruples  prevent  lending  at  in- 
terest, the  capital  which  belongs  to  persons  not  in  business 
is  lost  to  productive  purposes,  or  can  be  applied  to  them 
only  in  pecidiar  <'ircunistances  of  personal  connection,  or  by 
a  suhterfnge.  Indu&try  is  thus  limited  to  the  capital  of  the 
undertakers,  and  to  what  they  can  bon'ow  from  persons  not 
bound  by  the  same  laws  or  religion  as  themselves.  In 
Mnesulnian  countries  the  bankers  and  money  dealers  are 
either  Hindoos,  Armenians,  or  Jews. 

In  more  imj)roved  countries,  legislatioji  no  longer  dis- 
countenances the  receipt  of  an  equivalent  for  money  lent; 
but  it  has  everywhere  interfered  with  the  free  agency  of  tlie 
lender  and  borrower,  by  fixing  a  legsil  limit  to  the  rate  of 
interest,  and  making  the  roceint  of  more  than  the  appointed 
maximum  a  penal  offence.  This  restrietion,  though  ajv 
proved  by  Adam  Smith,  has  been  condemned  by  all  en- 
lightened  persons  slnee  ^e  lT\u\n\A\ftxx\.  ovAl^u^ht  made 
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upon  it  by  Bentlmni  in  hie  "  Letters  on  Usnry,"  wliicli  may 
etill  be  referred  to  as  the  best  extant  writing  on  tlie  subject. 
Legislators  may  enact  and  maintain  Usury  Laws  from 
one  of  two  motives  :  ideas  of  pnblic  policy,  or  concern  tor 
the  interest  of  the  partita  in  the  contract ;  in  this  case,  of 
one  party  alone,  tlie  borrower.  As  a  matter  of  policy,  the 
notion  may  jxtssibly  te,  that  it  is  for  the  general  good  that 
interest  should  be  low.  It  is  howerer  a  misapprehension 
of  the  causes  which  influence  commercial  transact  ions,  to 
suppose  that  the  rate  of  intei'est  is  really  made  lower  by 
law,  tliau  it  would  be  made  V\y  the  spontaneous  play  of  sup- 
ply and  demand.  If  the  competition  of  borrowers,  left  un- 
restrained, would  raise  the  rate  of  interest  to  six  per  cent, 
tliis  proves  that  at  live  there  wonld  be  a  greater  demand 
for  loans,  than  there  is  capital  in  the  market  to  supply.  If 
the  law  in  these  circumstances  permits  no  interest  beyond 
five  per  cent,  tliere  will  be  some  lenders,  who  not  choosing 
to  disobey  the  law,  and  not  being  in  a  condition  to  employ 
their  capital  otherwise,  will  content  themselves  with  tho  le- 
gal rate :  but  others,  finding  that  in  a  season  of  pressing  de- 
mand, more  may  be  made  of  their  capital  by  other  means 
than  they  are  pennittcd  to  make  by  lending  it,  will  not  lend 
it  at  all ;  and  the  loanable  capital,  already  too  small  for  tho 
demand,  will  be  still  further  diminished.  Of  the  disap- 
pointed candidates  there  will  be  many  at  such  periods,  who 
must  have  their  necessities  supplied  at  any  price,  and  these 
will  readily  find  a  third  section  of  lendei-s,  who  will  not  be 
averse  to  join  in  a  violation  of  the  law,  either  by  circuitous 
transactions  partaking  of  the  nature  of  fraud,  or  by  relying 
on  t!ic  honour  of  the  boiTower.  The  extra  exjiense  of  tho 
roundabout  mode  of  proceeding,  and  an  equivalent  for  the 
risk  of  non-payment  and  of  legal  penalties,  must  be  j)ajd  by 
the  borrower,  over  and  above  the  extra  interest  which  would 
have  been  required  of  him  by  the  general  state  of  the  mar- 
ket. Tlie  laws  which  were  intended  to  lower  the  price  ]>aid 
by  him  for  pecum'aiy  accommodation,  end  thus  in  greatly 
increasing  it.     These  laws  have  also  a  directly  demoralizing 
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tendency.  Knowing'  tLe  difSciilty  of  detecting'  un  lUe^^al 
peeiiniary  transaction  between  two  pereoufi,  in  wliieh  no 
third  pereon  i&  involved,  so  long  as  it  is  the  interest  of  botli 
to  keep  the  secret,  legislators  Imve  adopted  the  expedient 
of  tempting  tlie  borrower  to  become  the  informer,  by  mak- 
ing the  annnlnicnt  of  the  debt  a  part  of  the  penalty  for  the 
offence  ;  thus  rewarduig  men  for  obtainlug  the  property  of 
others  by  false  promises,  and  then  not  only  refusing  pay- 
ment, but  invoking  legal  penalties  on  those  who  have  helped 
them  in  their  need.  The  moral  sense  of  mankind  A'ery 
rightly  infamizes  thobe  who  resist  an  otherwise  just  claim 
on  the  ground  of  usury,  and  tolerates  such  a  plea  only  when 
resorted  to  as  the  Wst  legal  defence  a^  ailable  against  an  at- 
tempt really  considered  as  partaking  of  frand  or  extortion. 
But  this  very  severity  of  public  opinion  renders  the  enforce- 
ment of  the  laws  60  difficult,  and  the  infliction  of  the  penal- 
ties so  rare,  that  when  it  does  occur  it  merely  victimizes  an 
individual,  and  has  no  effect  on  general  practice. 

In  fco  fur  as  the  motive  of  the  restriction  may  be  sup- 
posed to  be,  not  public  policy,  but  regard  for  the  interest  of 
the  borrower,  it  would  be  difficult  to  point  out  any  case  in 
which  such  tenderiieea  on  the  legislator's  part  is  more  mis- 
placed. A  person  of  sane  mind,  and  of  tlie  age  at  which 
persona  are  legally  competent  to  conduct  their  own  con- 
cerns, must  be  presumed  to  be  a  sufficient  guardian  of  liis 
pecuniary  interests.  If  he  may  sell  an  estate,  or  grant  a  re- 
lease, or  assign  away  all  his  property,  witliout  control  from 
the  law,  it  seems  very  unnecessary  that  the  only  bai-gaiu 
which  lie  cannot  make  without  its  mtermeddliug,  should  bo 
a  loan  of  money.  The  law  seems  to  presume  that  the 
money-lender,  dealing  with  necessitous  persons,  can  take 
advantage  of  their  necessities,  and  exact  conditions  limited 
only  by  his  own  pleasure.  It  might  be  so  if  there  were 
only  one  money-lender  within  reach.  But  wlien  there  is  the 
whole  moneyed  capital  of  a  wealthy  conimunit}'  to  resort 
to,  no  borrower  is  placed  under  any  disadvantage  in  the 
market  merely  by  the  uvgcucy  of  his  need.     If  he  cauuol 
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bortow  at  the  interest  paid  by  other  people,  it  must  be  be- 
eaube  he  cannot  give  such  good  secnrity  :  and  eontpetitiou 
snll  limit  the  extra  demand  to  a  fair  equivalent  for  the  risk 
of  his  proving  insolvent.  Tliough  the  law  intends  favour  to 
the  borrower,  it  is  to  him  above  all  that  injustice  is,  in  this 
caee,  done  by  it.  What  can  be  more  unjust  than  that  a 
person  who  cannot  give  perfectly  good  security,  sliould  he 
prevented  from  borrowing  of  persons  who  are  willing  to 
lend  money  to  him,  by  their  not  being  permitted  to  receive 
the  rate  of  interest  which  -would  be  a  just  equivak'tit  for 
their  risk  ?  Tlirough  the  mistaken  kindness  of  the  law,  he 
must  either  go  without  the  money  which  is  perhaps  neces- 
Barv  to  save  him  from  much  greater  losses,  or  be  driven  to 
expedients  of  a  far  more  minous  description,  which  the  law 
either  has  not  found  it  possible,  or  has  not  happened,  to  in- 
terdict. 

Adam  6niith  rather  hastily  expressed  the  opinion,  that 
only  two  kinds  of  persons,  ''pro<ligals  and  projectors,"  could 
require  to  borrow  money  at  more  than  the  market  rate  of 
interest.  lie  should  have  included  all  persons  who  are  in  any 
pecuniary  difficulties,  however  temporary  their  necessities 
may  be.  It  may  happen  to  any  person  in  business,  to  be 
disappointed  of  the  resouj-ces  on  which  he  had  calculated 
for  meeting  some  engagement,  the  non-fulfilment  of  which 
on  a  fixed  day  would  be  bankruptcy.  In  periods  of  com- 
mercial difficulty,  this  is  the  condition  of  many  prosperous 
mercantile  firms,  who  become  competitors  for  the  small 
amount  of  disposable  cajutal  which,  in  a  time  of  general 
distrust,  the  owners  are  M-illiiig  to  part  with.  Up  to  the 
relaxation  of  the  usury  laws  a  few  years  ago,  the  HmitationB 
imposed  by  those  laws  were  felt  as  a  most  serious  aggrava 
tirm  of  every  commercial  crisis.  Merchants  who  could  have 
obtained  the  aid  they  required  at  an  interest  of  seven  or 
eight  per  cent,  for  sliort  periods,  were  obliged  to  give  20  or 
30  per  cent.,  or  to  resort  to  forced  sales  of  goods  at  a  still 
greater  loss.  Experience  having  obtruded  these  evils  on 
the  notice  of  Parliament,  a  sort  of  compromise  took  place, 
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of  which  English  legislation  affords  so  many  instanc 
which  he1]»6  to  make  onr  laws  and  policy  the  luaaa  of  incon- 
aifitencj  tbat  they  are.  The  law  was  refonned  as  a  person 
refonns  a  tight  shoe,  who  cute  a  hole  in  it  where  it  pinches 
hardest-,  and  continnes  to  wear  it.  Retaining  the  erroneous 
principle  as  a  general  mle.  Parliament  allowed  au  excep- 
tion in  the  case  in  wliich  the  practical  mischief  was  most 
flagrant.  It  left  the  usnr}*  laws  imrepealed,  bat  exempted 
bills  of  exchange,  of  not  more  than  three  months'  date,  from 
their  oj>eriition.  Some  years  afterwards  the  laws  were  re- 
pealed in  regard  to  all  other  contracts,  but  left  in  force  as  to 
all  those  which  relate  to  land.  Xot  a  particle  of  reason  could 
be  given  for  making  this  exiraonlinary  distinctiun  ;  bnt  the 
*'  agricultural  mind  "  was  of  opinion  that  the  interest  on 
mortgages,  though  it  hardly  ever  came  up  to  the  permitted 
jH>int,  would  Come  up  to  a  still  higlier  point ;  and  the  usury 
laws  were  maintained  that  the  landlords  miglit,  as  they 
thought,  be  enabled  to  borrow  below  the  market  rate,  as  the 
corn-laws  were  kept  up  that  the  same  class  might  be  able 
to  sell  com  above  the  market  rate.  The  modesty  of  the 
pn^tonsion  was  quite  worthy  of  the  intelligence  which  could 
think  that  the  end  aimed  at  was  in  any  way  forwai-dcd  by 
the  means  used. 

With  regard  to  the  "  prodigals  and  projectors  "  spoken 
of  by  Adam  Smith  ;  no  law  can  prevent  a  prodigal  from 
ruining  himself,  unless  it  lays  him  or  hia  property  under  ac- 
tual restraint,  according  to  the  unjustifiable  practice  of  the 
Koman  Law  and  some  of  tlie  Continental  systems  founded 
on  it.  The  only  effect  of  usury  law  upon  n  prodigal,  is  to 
make  his  ruin  rather  more  expeditious,  by  driving  !iim  to  a 
difiroputable  class  of  money-dealers,  and  rendering:  the  con- 
ditions more  onen>us  by  the  extra  risk  created  by  the  law. 
As  for  projectors,  a  term,  in  its  imfavourable  sense,  rather 
nnfairly  applied  to  eveiy  person  who  has  a  project;  snch 
laws  may  j>ut  a  veto  upon  the  i>rosecution  of  the  most  prom- 
ising enterprise,  when  planned,  as  it  generally  is,  by  a  per- 
807}  who  does  not  po&scss  capital  adequate  to  its  BUcces&fiU 
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oompletion.  Many  of  the  greatest  improvements  were  at 
fir<st  looked  ehyly  on  by  capitalists,  and  had  to  wait  long 
before  they  found  one  snfficiently  adventurous  to  he  the 
first  in  a  new  path  :  many  years  clapeed  before  Stephenson 
could  convince  even  the  enterprising  mercantile  public  of 
Liverpool  and  Mancliester,  of  the  advantage  of  eubstitnting 
railways  for  turnpike-roads;  and  plans  on  which  great  la- 
bour and  large  sums  have  been  cxj^cnded  with  little  visible 
result,  (the  epoch  in  their  progress  when  predictions  of  fail- 
ure are  most  rife,)  maj^  be  indeKnitely  susi>ended,  or  aUo- 
getlier  dropped,  and  the  outlay  all  Ijst,  if,  when  the  original 
ftnds  are  exhausted,  the  law  will  not  allow  more  to  be 
raised  on  the  terms  on  which  people  are  willing  to  expose  it 
to  the  chances  of  an  enterprise  not  yet  secure  of  success. 


§  3.  Loans  are  not  the  only  kind  of  contract,  of  which 
governments  have  thought  themselves  (jualified  to  regulate 
the  conditions  better  than  the  persons  interested.  There  is 
acarcely  any  commodity  which  they  have  not,  at  some  place 
or  time,  endeavoured  to  make  either  dearer  or  cheaper  than 
it  would  be  if  left  to  itself.  Tlie  most  plausible  case  for  arti- 
ficially cheapening  a  commotlity,  is  that  of  food.  Tlie  de- 
sirableness of  the  object  is  in  tliis  case  undeniable.  But 
since  the  average  price  of  food,  like  that  of  other  things, 
conforms  to  the  cost  of  production  with  the  addition  of  the 
usual  proiit ;  if  this  price  is  not  exi^ceted  by  the  farmer,  he 
will,  unless  compelled  by  law,  produce  no  more  than  he  re- 
quires for  his  own  consumption  :  and  the  law  therefore,  if 
absolutely  determined  to  have  food  cheaper,  must  substitute, 
for  the  ordinary  motives  to  cultivation,  a  system  of  penal- 
ties. If  it  elirinks  from  doing  this,  it  has  no  resource  but 
that  of  taxing  the  whole  nation,  to  give  a  liounty  or  pre- 
mium to  the  grower  or  importer  of  com,  thus  giving  every- 
body cheap  bread  at  the  exj>enso  of  all :  in  reality  a  largess 
to  those  who  do  not  ]>ay  taxes,  at  the  expense  of  those  who 
do  ;  one  of  the  forms  of  a  practice  essentially  bad,  that  of 
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converting  tlie  working  clasaes  into  unworking  classes  by 
Tiijiking  them  a  present  of  subsistence. 

It  is  not  however  so  much  the  general  or  average  price 
of  food,  as  its  occasional  high  price  in  times  of  emergency, 
•which  govcrnmentB  have  studied  to  reduce.  In  Eome  cases, 
as  for  example  the  famous  "  maximum  "  of  the  revolution- 
aiy  goverumeiit  of  1793,  the  compulsory  regulation  was  an 
attempt  by  the  ruling  powers  to  counteract  the  necessary 
consequences  of  tlieir  own  acts ;  to  scatter  an  indefinite 
abundance  of  the  circulating  medium  with  one  hand,  and 
keep  down  prices  with  the  other ;  a  thing  manifestly  im- 
I)09sible  under  any  regime  except  one  of  unmitigated  terror. 
In  case  of  actual  scaix-ity,  governments  are  often  urged,  as 
they  were  in  the  Irish  emergency  of  1847»  to  take  measures 
of  some  sort  for  moderating  the  ])riee  of  food.  But  the 
price  of  a  thing  cannot  be  raised  by  deficiency  of  supply, 
beyond  what  is  sufficient  to  make  a  corresponding  reduction 
of  the  consumption  ;  and  if  a  government  prevents  this  re- 
duction from  being  brought  about  by  a  rise  of  price,  there 
remains  no  mode  of  effecting  it  unless  by  taking  possession 
of  all  the  food,  and  serving  it  out  in  rations,  as  in  a  besieged 
town.  In  a  real  scarcity,  nothing  can  afford  general  relief, 
except  a  determination  by  the  richer  classes  to  diminish 
their  own  consumption.  If  they  buy  and  consume  their 
usual  quantity  of  food,  and  content  themselves  with  giving 
money,  thej  do  no  good.  The  price  is  forced  up  until  the 
poorest  competitors  have  no  longer  tlie  means  of  competing, 
and  the  privation  of  food  is  thrown  exclusively  upon  the 
indigent,  the  other  classes  being  only  affected  pecuniarily, 
Wlien  the  supply  is  insufficient,  somebody  must  consume 
less,  and  if  every  rich  person  is  determined  not  to  be  that 
somebody,  all  they  do  by  subsidizing  their  poorer  competi- 
toi"s  is  to  force  up  the  price  so  much  the  higher,  with  no 
effect  but  to  enrich  the  corn-dealer,  the  very  reverse  of  what 
is  desired  by  those  who  recommend  such  measures.  All 
that  governments  cau  do  in  sucli  emergencies,  is  to  coiuisel 
a  general  moderation  in  consnmption,  and  to  interdict  such 
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kinds  of  it  as  are  not  of  primary  importance.  Direct  meaB- 
urcs  at  the  cost  of  tlie  state,  to  procure  food  from  a  distance, 
arc  expedient  when  from  peculiar  reasons  the  thing  i&  not 
likely  to  be  done  by  private  speculation,  In  any  other  case 
they  are  a  great  error.  Private  speculators  will  not,  in  such 
cases,  veutm-e  to  compete  with  the  government ;  and  though 
a  govej-nment  can  do  more  than  any  one  merchant,  it  cannot 
do  neai'ly  so  much  as  all  merchants. 

§  4.  Governments,  however,  are  oftener  chai'geablo 
with  having  attempted,  too  suecessftilly,  to  make  thiiigs 
dear,  than  with  Iiav  ing  aimed  by  wrong  means  at  making 
thein  cheap.  Tlie  usual  inBtrument  for  producing  artificial 
deamess  is  monopoly.  To  confer  a  monopoly  upon  a  pro- 
ducer or  dealer,  or  upon  a  set  of  producers  or  dealers  not 
too  numerous  to  combine,  is  to  give  them  the  power  of  levy- 
ing any  amount  of  taxation  ou  the  piiblic,  for  their  indi- 
vidual benefit,  which  will  not  make  the  public  forego  the 
use  of  the  commodity.  When  the  sharers  in  the  monopoly 
are  so  numerous  and  so  widely  scattered  that  they  are  pre- 
vented from  combining,  the  evil  is  considerably  less :  but 
even  then  the  competition  is  not  so  active  among  a  limited, 
as  among  an  unlimited  number.  Those  who  feel  assured  of  a 
fair  average  proportion  in  the  general  business,  are  seldom 
eager  to  get  a  larger  share,  by  foregoing  a  portion  of  their 
profits.  A  limitation  of  competition,  however  partial,  may 
have  iniscliievoiis  effects  quite  disproportioned  to  the  appar- 
ent cause.  The  mere  exclusion  of  foreigners,  ti-om  a  branch 
of  industry  open  to  the  free  competition  of  every  native, 
has  been  known,  even  in  England,  to  render  that  branch  a 
conspicuous  exception  to  the  general  industrial  energy  of 
the  country.  The  silk  manufacture  of  England  remained 
far  behind  that  of  other  countries  of  Europe,  so  long  as  the 
foreign  fabrics  were  prohibited.  In  addition  to  the  tax  lev- 
ied for  the  profit,  real  or  ijuaginary,  of  the  monopolists,  the 
cousumer  thus  pays  an  additional  tax  for  their  laziness  aud 
incapacity.     When  relieved  from  the  immediate  &tiia.\i.U\A 
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of  competition,  producers  and  dealers  grow  indifferent  to 
the  dictates  of  their  nltiniate  pecuniary  interest ;  preferring 
to  the  most  hopeful  prospects,  the  present  ease  of  adhering 
to  routine.  A  person  who  ig  already  thriving,  eeldom  puts 
himself  out  of  his  way  to  commence  even  a  lucrative  im- 
provement, unless  urged  by  the  additional  motive  of  fear 
lest  some  rival  should  supplant  him  by  getting  possession 
of  it  before  liim. 

The  condemnation  of  monopolies  ought  not  to  extend  to 
patents,  by  which  the  originator  of  an  inii)roved  process  is 
allowed  to  enjoy,  for  a  limited  period,  the  exclusive  privi- 
lege of  nsing  his  own  improvement.  This  is  not  innking 
the  commodity  dear  for  his  benefit,  but  merely  postponing 
a  part  of  the  increased  cheapness,  which  the  public  owe  to 
the  inventor,  in  order  to  compensate  and  reward  him  for 
the  service.  That  he  ought  to  be  both  compensated  and 
rewarded  for  it,  will  not  be  denied,  and  also  that  if  all  were 
at  once  allowetl  to  avail  themselves  of  his  ingenuity,  with- 
out having  shared  the  labours  or  the  expenses  which  he  had 
to  incur  in  bringing  his  idea  into  a  practical  shape,  either 
such  expenses  and  labours  would  be  undergone  by  nobody, 
except  very  opulent  and  very  public-spirited  persons,  or  the 
state  must  put  a  value  on  the  service  rendered  by  an  in- 
ventor, and  make  him  a  pecuniary  gi'ant.  This  has  been 
done  in  some  instaneeSj  and  may  be  done  witbont  inconve- 
nience in  cases  of  veiy  conspicuous  public  benefit ;  but  in 
general  an  exclusive  pnvilege,  of  temporary  duration,  is 
preferable ;  because  it  leaves  nothing  to  any  one's  discre- 
tion ;  because  the  reward  conferred  by  it  depends  upon  the 
invention's  being  found  useful,  and  tlie  greater  the  useful- 
ness the  greater  the  reward ;  and  because  it  is  paid  by  the 
very  persons  to  whom  the  service  is  rendered,  the  consu- 
mers of  the  conuno<lity.  So  decisive,  indeed,  are  those  con- 
siderations, that  if  the  system  of  patents  were  abandoned 
for  that  of  rewards  by  the  state,  the  best  shape  which  these 
could  assume  would  be  that  of  a  small  temporary  tax,  im- 
posed for  the  iavenlor'a  benefit,  on  all  persons  making  use 
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of  the  invention.  To  this,  however,  or  to  any  other  eystera 
which  wouUl  vest  in  the  state  the  power  of  deciding  wheth- 
er an  inventor  shonld  denve  any  pecnniarj'  advantage  from 
tlie  puhlic  benefit  wliich  he  confers,  the  objections  arc  evi- 
dently stronger  and  more  fundamental  than  the  strongest 
which  can  possibly  be  ur^^ed  agaijist  patents :  and  I  have 
seen  with  real  alarm  several  recent  attempts,  in  ijnarters 
carrying  some  anthority,  to  impugn  the  principle  of  patents 
altogether;  atti-mi)ts  which,  if  practically  siiccesfiful,  wonUl 
enthrone  tree  stealing  under  the  prostituted  name  of  free 
trade,  and  mnke  the  men  of  brains,  still  more  than  at  pres- 
ent, the  needy  retamers  and  dependents  of  the  men  of 
moncy-baga. 


\ 


§  5.  I  pass  to  another  kind  of  guvcnmient  intci*fer- 
euce,  in  whicli  the  end  and  the  moans  arc  alike  odious,  but 
which  existed  in  England  until  not  so  much  as  a  generation 
ago,  and  is  in  full  vigour  at  this  day  in  some  other  coun- 
tries, I  mean  the  laws  against  combinations  of  workmen  to 
raise  wages  ;  laws  enacted  and  maintained  for  the  declared 
purpose  of  keeping  wages  low,  as  the  famous  Statute  of  La- 
bourere  was  passed  by  a  legislature  of  employers,  to  prevent 
the  labouring  class,  when  its  nunibei*s  had  been  thinned  by 
a  pestilence,  from  taking  advantage  of  the  diminished  com- 
petition tu  obtain  higher  wages.  Such  laws  exhibit  the  in- 
fernal spirit  of  the  slave  master,  when  to  retain  the  working 
classes  in  avowed  slavery  has  ceased  to  be  practicable. 

If  it  were  possible  for  the  working  classes,  by  combining 
among  themselves,  to  raise  or  keep  up  the  general  rate  of 
wages,  it  needs  hardly  be  said  that  this  would  be  a  thing 
not  to  be  punished,  b;it  to  be  welcomed  and  rejoiced  at. 
Unfortunately  the  effect  is  quite  beyond  attainment  by  such 
means.  TJie  multitudes  who  compose  tlie  working  class  are 
too  nmuerous  and  too  widely  scattered  to  combine  at  all, 
mudi  more  to  combine  effeetually.  If  they  could  do  so, 
they  might  doubtless  succeed  in  diminishing  the  hours  of 
labour,  and  obtaining  the  same  wages  for  le&B  work.     But 
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if  they  aimed  at  obtaining  actnally  higher  wages  tliaw  the 
rate  fixed  by  demand  and  &upi>ly — the  rate  -wliich  distrib- 
utes tl»e  wliolc  circulating  cJipital  of  the  comitry  among 
the  entire  working  population — tliis  conld  only  be  accom- 
plished by  keeping  a  part  of  their  number  permanently  out 
of  employment.  As  support  from  public  charity  wonld  of 
course  be  refused  to  those  who  could  get  work  aiid  would 
not  accept  it,  they  would  be  tlirown  for  supjwrt  upon  the 
trades  union  of  wliirli  they  were  members ;  and  tht!  work- 
people collectively  would  be  no  better  off  than  before,  hav- 
ing to  sup}>4jrt  the  same  uumbers  out  of  the  same  aggregate 
wages.  In  this  way,  however,  the  class  would  have  its  at- 
tention forcibly  drawn  to  the  fact  of  a  superfluity  of  num- 
bers, and  to  the  necessity,  if  they  would  have  higher  wages, 
of  proportioning  the  supply  of  labour  to  the  demand. 

Cutubinntions  to  keep  up  wages  are  sometimes  successful, 
in  trades  where  the  workpeople  are  few  in  nuniber,  and  col- 
lected in  a  small  number  of  Iwal  eentres.  It  is  questionable 
if  combinations  ever  had  the  smallest  effecton  the  permanent 
remuneration  of  spinners  or  weavers;  but  the  journeymen 
type-founders,  by  a  close  combination,  are  able,  it  is  said,  to 
keep  up  a  rate  of  wages  much  beyond  tiiat  which  is  usual  in 
employments  of  equal  hardness  and  skill;  and  even  the 
tailors,  a  umch  more  numerous  class,  are  understocwl  to  have 
had,  to  some  extent,  a  similar  success.  A  rise  of  wages,  thus 
confined  to  particular  employments,  is  not  (like  a  rise  of  gen- 
eral wages)  defrayed  from  profits,  but  raises  the  value  and 
price  of  the  particular  article,  and  falls  on  the  consumer; 
the  capitalist  who  produces  the  commodity  being  only  injured 
in  BO  far  as  the  high  price  tends  to  narrow  the  market :  and 
not  even  then,  unless  it  does  so  in  a  greater  ratio  than  that 
of  the  rise  of  price ;  for  though,  at  higher  wages,  he  employs, 
with  a  given  capital,  fewer  workpeo]>le,  and  obtains  less  of 
the  commodity,  yet,  if  he  can  sell  the  whole  of  this  diuun- 
ished  quantity  at  the  higher  price,  his  profits  are  as  great  as 
before. 

This  partial  rise  of  wagea,  if  not  gained  at  the  ex]>ense 
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of  the  remainder  of  tlie  working  class,  ouglit  not  to  be  re- 
garded as  an  evil.  The  consumer,  indeed,  mast  pay  for  it ; 
but  cheapnees  of  goods  is  desirable  only  when  the  cause  of 
it  is  tliat  their  production  costs  little  labour,  and  not  when 
occasioned  by  that  labour*s  being  ill  remunerated.  It  may 
appear,  indeed,  at  first  sight,  tliat  the  high  wages  of  the  type- 
founders (for  example)  are  obtained  at  the  general  cost  of 
the  labouring  class.  This  high  remuneration  either  causes 
fewer  persons  to  find  employment  in  the  trade,  or,  if  not, 
must  lend  to  the  investment  of  more  capital  in  it,  at  the  ex- 
pense of  other  trades :  in  the  first  case,  it  tlirows  an  addi- 
tional number  of  labourers  on  the  general  market ;  in  the 
second,  it  withdraws  from  that  market  a  portion  of  the  de- 
mand ;  effects,  both  of  which  are  injurious  to  the  working 
classes.  Such,  indeed,  would  really  be  the  result  of  a  suc- 
cessful combination  in  a  particular  trade  or  trades,  for  some 
time  alter  its  formation  ;  but  when  it  is  a  permanent  thing, 
the  principles  so  often  insisted  upon  in  this  treatise,  show 
that  it  can  have  no  such  effect.  The  habitual  earnings  of 
the  working  classes  at  large  can  be  affected  by  nothing  but 
the  habitual  requirements  of  the  labouring  people :  these 
indeed  may  be  altered,  hut  while  they  remain  the  same, 
wages  never  fall  permanently  below  the  standard  of  these 
requirements,  and  do  not  long  remain  above  that  standard. 
If  there  had  been  no  eorabinalions  in  particular  trades,  and 
the  wages  of  those  trades  had  never  been  kej^t  above  the 
commcm  level,  there  is  no  reason  to  suppose  that  the  com- 
mon level  would  have  been  at  all  higher  than  it  now  is. 
There  would  merely  have  been  a  greater  number  of  people 
altogether,  and  a  smaller  number  of  exceptions  to  the  ordi- 
nary low  rate  of  wages. 

If,  therefore,  no  improvement  were  to  be  hoped  for  in 
the  general  circumstances  of  tlie  working  classes,  the  success 
of  a  portion  of  them,  however  small,  in  keeping  their  wages 
by  combination  above  the  market  rate,  would  be  wholly  a 
matter  of  satisfaction.  But  when  the  elevation  of  the  char- 
acter and  condition  of  the  entire  body  has  at  last  become  a 
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thing  not  beyond  the  reach  of  rational  effort,  it  is  time  that 
the  better  paid  classes  oi'  i?killed  artisans  should  seek  their 
own  advantage  in  couuuou  sdth,  and  not  by  the  exclusion 
of,  their  fellow  labonrers.  "WliUe  they  continue  to  fix  tlieir 
hopes  on  hedging  themselves  in  against  competition,  and 
protecting  their  own  wages  by  sliutting  out  others  from 
access  to  their  employment,  nothing  better  can  be  expected 
from  thcni  than  that  total  absence  of  any  large  and  generous 
aims,  that  ahnoat  open  disregard  of  all  other  objects  than 
high  wages  and  little  work  for  their  own  small  body,  which 
were  so  deplorably  evident  in  the  proceedings  and  manifes- 
toes of  the  Amalgamated  Society  of  Engineers  during  their 
quaiTel  with  their  employers.  Success,  even  if  attainable, 
in  raising  i;p  a  protected  class  of  working  people,  would 
now  be  a  hindrance,  instead  of  a  help,  to  the  emancipation 
of  the  working  classes  at  large. 

But  though  combinations  to  keep  up  wages  are  seldom 
effectual,  and  when  effectual,  are,  for  the  reasons  which  I 
have  assigned,  seldom  desirable,  the  right  of  making  the 
attempt  is  one  which  cannot  be  refused  to  any  portion  of 
the  working  population  without  great  injustice,  or  without 
the  probability  of  fatally  nusleading  them  respecting  the 
circumstances  which  determine  their  condition.  So  long  a& 
combinations  to  raise  wages  were  prohibited  by  law,  the 
law  appeared  to  the  operatives  to  be  the  real  cause  of  the 
low  wages  which  there  was  no  denying  that  it  had  done  its 
best  to  produce.  Experience  of  strikes  has  been  the  best 
teacher  of  the  labouring  classes  on  the  subject  of  the  relation 
between  wages  and  the  demand  and  eupply  of  labour:  and 
it  is  mt>st  important  that  tlds  cotu'se  of  instruction  should 
not  be  disturbed. 

It  ie  a  great  error  to  condemn,  jjer  *e  and  absolutely, 
either  trades  unions  or  the  collective  action  of  strikes.  I 
grant  that  a  strike  is  wrong  whenever  it  is  foolish,  and  it  is 
foolish  whenever  it  attempts  to  raise  wages  above  that  mar- 
ket rate  wliich  is  rendered  ]iossibIe  by  tlie  demand  and 
ifitpply.     But  demand  and  supply  are  not  physical  agencies. 
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wLioh  thrust  a  given  amount  of  wages  into  a  labourer's 
liand  without  the  participation  of  his  own  will  and  actions. 
The  market  rate  is  not  fixed  for  him  by  some  self-acting 
instrument,  but  is  the  result  of  bargaining  between  human 
beings — of  what  Adam  Smith  calls  "  the  higgling  of  the 
market ; "  and  those  who  do  not  **  higgle  "  will  long  con- 
tinue to  pay,  even  over  a  counter^  more  than  the  market 
price  for  their  purchases.  Still  more  might  poor  labourere 
who  have  to  do  with  rich  emjjluyers,  remain  long  without 
the  amoimt  of  wages  which  the  demand  for  their  labour 
would  justify,  unless,  in  yernacular  phrase,  they  stood  out 
for  it :  and  how  can  they  stand  out  for  terms  without  organ- 
ized concert  ?  Wlmt  chance  would  any  labourer  have,  who 
struok  singly  for  an  advance  of  wages  i  How  could  he 
even  know  whether  the  state  of  the  market  admitted  of  a 
rise,  except  by  consultation  with  his  fellows,  naturally  lead- 
ing to  eoncertetl  action  ?  I  do  not  hesitate  to  say  tluit  asso* 
ciations  of  labourers,  of  a  nature  similar  to  trades  unions,  far 
from  being  a  hindrance  to  a  free  market  for  labonr,  are  the 
necessary  instrumentality  of  that  free  mai'ket ;  the  indis- 
pensable means  of  enabling  the  sellers  of  labour  to  take  due 
care  of  their  own  interests  under  a  system  of  competition. 
There  is  an  ulterior  consideration  of  much  importance,  to 
which  attention  was  for  the  first  time  drawn  by  Mr.  Ileniy 
Fawcett,  in  an  article  in  the  Wtst/mTisUr  Revieio,  Expe- 
rience lias  at  length  enabled  the  more  intelligent  trades  to 
take  a  tolerably  correct  measui'e  of  the  eireumstances  on 
whieh  the  success  of  a  strike  for  an  advance  of  wages 
depends.  The  workmen  are  now  nearly  as  well  informed  as 
the  master,  of  the  state  of  the  market  for  his  commodities  ; 
they  can  calculate  his  gains  and  his  expenses,  they  know 
when  his  trade  is  or  is  not  prosperons,  and  only  when  it  is, 
ar«  they  ever  again  likely  to  strike  for  higher  wages;  which 
wages  their  known  readiness  to  strike  makes  then*  employers 
for  the  most  part,  willing  in  that  case,  to  concede.  The 
tendency,  therefore,  of  this  state  of  things  is  to  make  a  rise 
of  wages,  in  any  particular  trade,  usually  consequent  upon 
50 
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a  rise  of  profits,  which,  as  Mr.  Fawcett  observes,  is  a  com- 
mencement of  that  regular  participation  of  the  laboiu'ere  in 
the  profits  derived  from  their  labour,  every  teudencv  to 
whiclij  for  the  reason  stated  in  a  previons  chapter,*  it  is  &o 
important  to  encourage,  since  to  it  we  have  chiefly  to  look  for 
any  radical  improvement  in  the  social  and  economical  rela- 
tion between  labour  and  capital.  Strikes,  therefore,  and  the 
trade  societies  which  render  strikes  possible,  arc  for  these 
various  reasons  not  a  miscliievous,  but  on  the  contrary,  a 
valuable  part  of  the  exieting  machinery  of  society. 

It  is,  however,  an  indispensable  condition  of  tolerating 
combinations,  that  they  should  be  voluntary.  No  severity, 
necessaiy  to  the  pui-posc,  is  too  great  to  he  employed  against 
attempts  to  compel  workmen  to  join  a  union,  or  take  part 
in  a  strike,  by  tliivats  or  violence.  Mere  moral  compnlsiou 
by  tlie  expression  of  opinion,  the  law  onght  not  to  interfere 
with  ;  it  belongs  to  more  enlightened  opinion  to  restrain  it, 
by  rectifying  tlie  moral  sentiments  of  the  people.  Otlier 
questions  arise  when  the  combination,  being  voluntary,  pro- 
poses to  itself  objects  really  contrary  to  the  public  good. 
High  wages  and  sliort  hours  are  generally  good  objects,  or, 
at  all  events,  may  be  so :  but  in  many  trades  unions,  it  is 
among  the  rules  that  there  shall  be  no  task  work,  or  no 
difference  of  pay  between  the  most  expert  workmen  and  the 
most  unskilful,  or  that  no  member  of  the  union  shall  earn 
more  than  a  certain  sura  per  week,  in  order  that  there  may 
be  more  emj4oyment  for  the  rest ;  and  the  abolition  of 
piece  work,  under  more  or  less  of  modification,  held  a  con- 
spicuous place  among  the  demands  of  the  Amalgamated 
Society.  These  are  combinations  to  effect  objects  which  are 
pernicious.  Tlieir  success,  even  when  only  partial,  is  a 
public  mischief;  and  were  it  complete,  would  be  equal  in 
magnitude  to  almost  any  of  the  evils  arising  from  bad 
economical  legislation.  Hardly  anything  woi*6e  can  be 
said  of  the  worst  laws  on  the  subject  of  industn.-  and  its 
remuneration,  consistent  with  the  pei*3onal  freedom  of  the 
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labourer,  than  that  thej  place  the  energetic  and  the  idle, 
the  skilful  and  the  incompetent,  on  a  level :  and  this,  in  so 
far  as  it  is  in  itself  possible,  it  is  the  direct  tendency  of  the 
i-egiilations  of  these '  unions  to  do.  It  docs  not,  however, 
follow  as  a  consequence  that  the  law  would  be  warranted 
in  making  the  formation  of  snch  associations  illegal  and 
pnni&hablc.  Lidependeiitly  of  all  considerations  of  coustir 
lutional  liberty,  the  best  interests  of  the  human  race  impera- 
tively require  that  all  economical  experiments,  voluntarily 
undertaken,  should  have  the  fullest  license,  and  that  force 
and  fraud  should  be  the  only  means  of  attempting  to  bene- 
fit themselves,  which  are  interdicted  to  the  lees  fortunate 
classes  of  the  community.* 

§  6.  Among  the  modes  of  undne  exercise  of  the 
power  of  government,  on  which  I  have  commented  in  this 
chapter,  I  have  included  only  such  as  rest  on  theories  which 
have  still  more  or  less  of  footing  in  the  most  enlightened 
countries.  I  have  not  spoken  of  some  which  have  done  still 
greater  miscliief  in  times  not  long  past,  but  which  are  now 
generally  gii^en  up,  at  least  in  theory,  tliougli  enough  of 
them  still  remains  in  practice  to  make  it  impossible  as  yet 
to  class  them  among  exploded  errore. 

The  notion,  for  example,  that  a  government  should 
chooBe  opinions  for  the  people,  and  should  not  suffer  any 
doctrines  in  politics,  morals,  law,  or  religion,  but  such  as  it 
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•  Whoever  wishes  to  undq^tand  the  question  of  Trade  CombmatioDS  ss  seen 
from  the  point  of  ricw  of  the  ft'orkiiig  peoplw,  should  mako  himself  jrcquainted 
with  a  pamphlet  publklicd  in  1S60  under  U^ie  title  "Trades  Uniona  and  Strikes, 
Iheir  PliilosQphy  Rnd  Intention,  by  T.  .T.  Dunning,  Secretary  to  the  London  Con- 
solidated Sooieiy  of  Bookbinders."  There  are  many  opinions  iu  llils  ul»le  tract 
iu  which  I  only  pnn-inily,  and  some  in  which  I  do  not  at  all,  coineide.  But 
thorv  iTP  nlso  many  sound  ai-gumenta,  and  an  instructive  exposure  of  the  com- 
rnon  fallacies  of  opponenis.  Headers  of  other  claaecs  vnU  see  with  surpriso,  not 
only  how  jfreat  a  portion  of  truth  the  Uniona  have  on  their  aide,  but  how  much 
less  flagrant  and  condemnable  even  their  crrora  appear,  when  seen  under  the 
sspect  in  which  it  is  only  natural  that  the  working  classes  should  themselves  re- 
gard them. 
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approves,  to  be  priiited  or  publicly  professed,  may  be  said  to 
be  altogether  abandoned  as  a  general  thesis.  It  is  now  well 
understood  that  a  regime  of  this  sort  is  fatal  to  all  prosperity, 
even  of  an  economical  kind :  that  thd  human  mind,  wlien 
prevented  cither  by  fear  of  the  law  or  by  fear  of  opinion 
from  exercising  its  faculties  freely  on  the  most  important 
Bubjects,  acquires  a  general  torpidity  and  imliecility,  by 
which,  when  they  reach  a  certain  point,  it  is  disqualified 
from  making  any  considerable  advances  even  in  the  common 
aflairs  of  life,  and  whieh,  when  greater  still,  make  it  gradually 
lose  even  its  previous  attainments.  There  cannot  be  a  more 
decisive  example  than  Spain  and  Portugal,  for  two  centuries 
after  the  Reformation.  The  decline  of  those  countries  in 
national  greatnesa  and  even  in  material  civilization,  while 
almost  all  the  other  nations  of  Euj'ope  were  uninterruptedly 
advancing,  has  been  ascribed  tp  various  causes,  but  there  is 
one  which  lies  at  the  foundation  of  them  all :  the  Holy 
Inquisition,  and  the  system  of  mental  slavery  of  which  it  is 
the  symbol. 

Yet  although  these  tiiiths  are  very  widely  recognised, 
and  freedom  both  of  opinion  and  of  discussion  is  admitted 
as  an  axiom  in  all  free  countries,  this  apparent  liberality 
and  tolerance  has  acquired  so  little  of  the  authority  of  a 
principle,  tliat-  it  is  always  ready  to  give  way  to  the  dread 
or  horror  inspired  by  some  particiUar  sort  of  opinions. 
Within  the  last  ten  or  firteen  years  several  individuals  have 
suffered  imprisonment,  for  tlio  public  profession,  sometimes 
in  a  very  temperate  manner,  of  disbelief  in  religion  ;  and  it 
is  probable  that  both  the  public  and  the  government,  at  the 
lirst  panic  M'hich  arises  on  the  subject  of  Chartism  or  Com- 
munism, will  fly  to  similar  means  for  checking  the  prop- 
agation of  democratic  or  anti']>roperty  doctrines.  In  this 
counti-y,  however,  the  effective  restraints  on  mental  freedom 
proceed  much  less  from  the  law  or  the  government,  than 
from  the  intolerant  temper  of  the  national  mind  ;  arising  no 
longer  from  even  as  respectable  a  source  as  bigotry  or  faua- 
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ticism,  but  rather  from  the  general  habit,  both  in  opinion 
and  conduct,  of  making  adherence  to  custom  the  rule  of  life, 
and  enforcing  it,  by  social  penalties,  against  all  persons 
who,  without  a  party  to  back  them,  assert  their  individual 
independence. 


CHAPTER  XT. 

OF  THE  GROCXDS   AND   LIMITS  OF  THE  LAISSER-FAIBE 
OK  XON-LNTEilfERENCE  PRINCIPLE. 


§  1,  "Wk  have  now  reached  the  last  part  of  our  under-" 
takiDg ;  the  didcu&siori,  so  far  as  suited  to  this  treatise  (that 
ig,  BO  far  as  it  is  a  question  of  principle,  not  detail)  of  the 
limits  of  the  province  of  government ;  the  qucetion,  to  what 
objects  governmental  intervention  in  the  afl;'aii*a  of  society 
may  or  eliould  extend,  over  and  above  those  which  neces- 
sarily appertain  to  it.  No  subject  has  been  more  keenly  con- 
testxid  in  the  present  age  :  the  contest,  however,  has  chiefly 
taken  place  round  certain  select  points,  with  only  flying 
excursions  in  the  rest  of  the  field.  Those  indeed  who  have 
dificussed  any  particular  question  of  government  inter- 
ference, audi  as  state  education  (epiritual  or  secular),  regu- 
lation of  hours  of  labour,  a  public  provision  for  the  poor, 
&c.  have  often  dealt  largely  in  general  arguments,  far  out- 
stt^tchiiig  the  sj}ecial  applu^ation  made  of  them,  and  have 
shown  a  sufficiently  strong  bias  either  in  favour  of  letting 
things  alone,  or  in  favoiu-  of  meddling ;  but  have  seldcHti 
declared,  or  ai>parently  decided  in  their  own  minds,  how 
far  they  would  carry  either  principle.  The  supporters  of 
interference  have  been  content  with  asserting  a  general 
right  and  duty  on  the  part  of  government  to  intervene, 
wherever  its  intervention  would  be  nsefnl :  and  when  those 
wlio  have  been  called  the  lalss&r-falre  school  have  attempt- 
ed any  definite  limitation  of  the  province  of  goverament, 
tUcy  Lave  tiBually  restru^ted  it  to  the  protection  of  jiei'son 
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and  property  against  force  aii<l  fraud  ;  a  definition  to  wliicli 
neither  tliey  nur  any  one  else  can  deliberately  atUiere,  since 
it  excludes,  as  has  been  shown  in  a  preceding  chapter,* 
some  of  the  most  indigpenaable  and  unanimously  recognised 
of  the  duties  of  government. 

Without  pi*ofeseing  entirely  to  6U])ply  tliis  deficiency  of 
a  general  theory,  on  a  question  which  does  not,  as  I  con- 
ceive, admit  of  any  universal  solution,  1  shall  attempt  to 
aflford  some  little  aid  towards  the  resohition  of  thia  class  of 
questions  as  they  arise,  by  examining,  in  the  most  general 
jjoiiit  of  view  in  which  the  subject  can  be  considered,  what 
are  the  advantages,'nn4l  what  the  evils  or  inconveniences, 
of  government  interference. 

We  must  set  out  by  distinguishing  between  two  kinds 
of  intervention  by  the  governniunt,  which,  though  they  may 
relate  to  the  same  subject,  differ  widely  in  their  nature  and 
effects,  and  requiru,  for  their  justification,  motives  of  a  very 
different  degree  of  nrgency.  Tlie  intervention  may  extend  to 
controlling  the  fr£e  agency  of  individuals^.  Government  may 
interdict  all  persons  from  doing  certain  things ;  or  from 
doing  them  without  its  authorization ;  or  may  prescribe  to 
them  certain  things  to  be  done,  or  a  certain  manner  of  doing 
things  which  it  is  left  optional  with  them  to  do  or  to  abstain 
from.  This  is  the  authoritatim  interference  of  government. 
There  is  another  kind  of  intervention  which  is  not  authori- 
tative :  when  a  government,  instead  of  issuing  a  command 
and  enforcing  it  by  penalties,  adopts  the  course  so  seldom 
resoi-ted  to  by  governments,  and  of  which  snc-h  important 
use  might  be  made,  that  of  giving  advice,  aud  promulgating 
information  ;  or  when,  leaving  individuals  free  to  use  their 
o^Ti  means  of  pursuing  any  ol>ject  of  general  interest,  the 
government,  not  meddling  with  them,  but  not  trusting  the 
object  solely  to  their  care,  estabHsliea,  side  by  side  with  their 
arrangements,  an  agency  of  its  own  for  a  like  purpose.  Thu? 
it  is  one  thing  to  maintain  a  Church  Establishment,  and 
another  to  refuse  toleration  to  other  religions,  or  to  persona 
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professing  uo  religion.  It  is  one  thing  to  provide  schools  or 
colleges,  and  another  to  require  that  no  person  shall  act  as 
au  instructor  of  youth  without  a  government  license.  There 
might  be  a  national  bank  or  a  government  manufactory, 
without  any  monopoly  against  private  banks  and  manufac- 
tories. There  might  be  a  iK)st-office,  without  penalties 
against  the  conveyance  of  letters  by  other  means.  Tliere 
may  be  a  corps  of  government  engineers  for  civil  pur- 
poses, while  the  profession  of  a  civil  engineer  is  free  to 
be  adopted  by  every  one.  Tliere  may  be  public  hospitals, 
without  any  restriction  upon  private  medical  or  surgical 
practice. 


•< 


§  2.  It  18  evident,  even  at  first  sight,  that  the  authori- 
tative form  of  government  intervention  has  a  much  more 
limited  sphere  of  legitimate  action  than  the  other.  It  re- 
quires a  much  stronger  necessity  to  justify  it  in  any  case ; 
while  there  arc  large  deptu-tnients  of  human  Hfe  from  which 
it  must  be  unreservedly  and  imperiously  excluded.  What- 
ever theory'  we  a<lopt  respecting  the  foundation  of  the  social 
imion,  and  under  whatever  political  institutions  we  live,  there 
is  a  circle  around  every  individual  himian  being,  which  no 
government,  be  it  that  of  one,  of  a  few,  or  of  the  many, 
ought  to  be  permitted  to  overstep ;  there  is  a  part  of  the  life 
of  every  person  who  has  come  to  years  of  discretion,  within 
whieli  the  individuality  of  that  person  ought  to  reign  uncon- 
trolled either  by  any  other  individual  or  by  the  public  col- 
lectively. Tliat  there  is,  or  ought  to  be,  some  spa<*e  in  hu- 
man existence  thus  entrenched  around,  and  sacred  fi-ora  au- 
thoritative intrasioii,  no  one  who  professes  the  smallest  re- 
gard to  human  freedom  or  dignity  will  call  in  question  :  the 
point  to  be  determined  is,  where  the  limit  should  be  placed ; 
how  large  a  province  of  hmnan  life  this  reserved  territor5 
should  include.  I  apprehend  that  it  ought  to  include  all 
that  part  which  concerns  only  the  Hfe,  whether  inward  or 
outward,  of  the  individual,  and  does  not  affect  the  interests 
of  oithera,  or  affects  thorn  ouly  tUvough  the  moral  influence 
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of  exain[iie.  "With  respect  to  the  domain  of  the  inward 
consciousness,  tlie  thouglits  and  feelings,  aud  as  much  of 
external  conduct  as  is  personal  only,  involving  no  conse- 
quences, none  at  least  of"  a  [taint'ul  or  injurious  kind,  to 
other  people ;  I  hold  that  it  is  allowable  in  all,  and  in  the 
more  tbonghtfiil  aud  cultivated  often  a  duty,  to  assert  aud 
promulgate,  with  all  the  force  they  are  capable  of,  their 
opinion  of  what  is  good  or  bad,  admirable  or  contemptilde, 
but  not  to  eoinpel  others  to  conform  to  that  opinion  ;  wheth- 
er the  force  need  is  that  of  extra-legal  coercion,  or  exerts  it- 
self by  means  of  the  law. 

Even  in  those  portions  of  conduct  which  do  affect  the 
interest  of  otbei*s,  the  onus  of  making  out  a  case  always  lice 
ou  the  defenders  of  legal  prohibitions.  It  is  not  a  merely 
constructive  or  presumptive  injury  to  otbers,  which  will 
justify  the  interference  of  law  with  individual  freedom.  To 
be  prevented  trom  doing , what  one  is  inclined  to,  or  from 
acting  aeeording  to  one's  own  judgment  of  what  is  desir- 
able, is  not  only  always  irksome,  but  always  tends,  7)7*0 
tantOj  to  starve  the  development  of  son)e  portion  of  the  bod- 
ily or  mental  faculties,  either  sensitive  or  active ;  and  unless 
the  conscience  of  the  imlividual  goes  freely  with  the  legal 
restraint,  it  partakes,  either  in  a  great  or  in  a  eniaU  degree, 
of  the  degradation  of  slavery.  Scarcely  any  degree  of  util- 
ity, short  of  absolute  necessity,  will  justify  a  prohibitory 
regulation,  unless  it  can  also  be  made  to  recommend  itself 
to  the  general  conscience ;  unless  persons  of  ordinary  good 
intentions  either  believe  already,  or  can  be  imhieed  to  be- 
lieve, that  the  thing  prohibited  is  a  thing  which  they  ought 
not  to  wish  to  do. 

It  is  otherwise  with  governmental  interferences,  which 
do  not  restrain  individual  free  agency,  "When  a  govern- 
ment provides  means  for  liilfilling  a  certain  end,  leaving  in- 
dividuals five  to  avail  themselves  of  different  means  if  in 
their  opinion  j)rL*forablo,  there  is  no  infringement  of  liberty, 
no  irksome  or  degrading  restraint.  One  of  tlie  principal 
objections    to    government    interference    is    then    absent. 
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There  is,  bowever,  iu  almost  all  forms  of  government  agen^ 
cy,  one  thing  which  is  compulsory  ;  the  pruvision  of  the 
pecuniary  means,  Tliese  are  derived  Iroiu  luxation  ;  or,  if 
existing  in  the  form  of  an  endowment  derived  from  public 
property,  they  are  still  the  cause  of  as  much  compulsory 
taxation  as  the  sale  or  the  annual  proceedii  of  the  property 
would  enable  to  be  dispensed  with.*  And  the  objection  ne- 
cessarily attaching  to  compulsory  contributions,  is  almost  al- 
ways greatly  aggravated  by  the  expensive  precautions  and 
onerous  i-estrictions,  which  ai'e  iudispcnsable  to  prevent  eva- 
sion of  a  compulsory  tax. 

§  3.  A  second  general  objection  to  government  agency, 
is  that  every  inereafie  of  the  fiinetions  devolving  on  the  gov- 
^  eminent  is  an  increase  of  its  power,  both  in  the  form  of  au- 
thority, and  still  more,  in  the  indirect  form  of  influence. 
The  importance  of  this  consideration,  iu  respect  to  political 
freedom,  has  in  general  been  quite  sufficiently  recognised, 
at  least  in  England ;  but  many,  in  latter  times,  have  been 
prone  to  think  that  limitation  of  the  powers  of  the  govern- 
ment 18  only  essential  when  the  government  itself  is  badly 
constituted  ;  when  it  does  not  represent  the  people,  but  ia 
the  organ  of  a  class,  or  coalition  of  classea :  and  that  a  gov- 
eranient  of  sufficiently  popular  constitution  might  be  trust- 
ed with  any  amount  of  power  over  the  nation,  since  its 
power  would  be  only  that  of  the  nation  over  itself.  This 
might  be  true,  if  the  nation,  in  such  cases,  did  not  practi- 
cally mean  a  mere  majority  of  the  nation,  and  if  minorities 
were  only  capable  of  oppressing,  but  not  of  being  oppressed. 
Experience,  however,  proves  that  the  depositaries  of  power 
who  are  mere  delegates  of  the  people,  that  is  of  a  majority, 

•  The  ooly  caaes  hi  which  govariununi  agency  inToIvea  nothing  of  it  compul- 
ROry  nature,  are  tbu  rare  ciLteti  in  which,  withant  any  srtiticial  luoiiopoly,  it  navi 
its  own  expenses,  A  bridge  built  with  pulilie  money,  on  which  tolls  urp  collect- 
ed, sufficient  to  pay  not  only  all  current  expen^eii,  l>ut  thf  iiitf  rest  of  the  oririnftl 
outlftj,  it  one  co^c  in  poiut.  Th«  govcmmetit  railway:^  in  Reli^ium  and  Germany 
nre  another  example,  Tho  Post  Office^  if  its  monopoly  were  abolished,  and  it 
ftiJI  paid  itB  eipenses,  would  he  another. 
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are  quite  as  reiuly  (when  they  think  they  can  count  on  pop- 
ular support)  aa  any  organs  of  ohgarchy,  to  assume  arbitrary 
power,  and  encroach  uuduly  on  the  liberty  of  private  life. 
The  public  collectively  is  abundantly  ready  to  impose,  not 
only  its  generally  narrow  views  of  its  interests,  but  its  ab- 
stract opinions,  and  even  its  tastes,  as  laws  binding  upon 
individuals.  And  the  present  civilization  tends  so  sti'ongly 
to  make  the  power  of  persons  acting  in  masses  the  only  eub- 
stantial  power  in  society,  that  there  never  was  more  neces- 
sity for  surroimding  individual  independence  of  thought, 
speech,  and  conduct,  with  the  most  powerful  defencesi,  in 
order  to  maintain  that  originality  of  mind  and  individuality 
of  character,  which  ore  the  only  source  of  any  real  progress, 
and  of  most  of  the  qualities  which  make  the  human  raco 
much  superior  to  any  herd  of  anionals.  Hence  it  is  no  less 
important  in  a  democratic  than  in  any  other  government, 
that  all  tendency  on  the  part  of  public  authorities  to  stretch 
their  interference,  and  assume  a  power  of  any  sort  which 
can  easily  be  dispensed  with,  should  be  regarded  with  un- 
remitting jealousy.  Perhaps  this  is  even  more  important  iu 
a  democracy  than  in  any  other  form  of  political  society  ;  be- 
cause, where  public  opinion  is  sovereign,  an  individual  who 
is  oppressed  by  the  sovereign  does  not,  as  in  most  other 
states  of  things,  find  a  rival  power  to  which  he  can  appeal 
for  relief,  or,  at  aE  events,  for  s^Tnpathy. 


§  4.  A  third  general  objection  to  government  agency, 
rests  on  the  principle  of  the  division  of  labour.  Every  ad- 
ditional function  undertaken  by  the  government,  is  a  fresh 
occupation  imposed  upon  a  body  already  overcharged  with 
duties.  A  natural  consetpienee  is  that  most  thin^  are  ill 
done  ;  much  not  done  at  all,  because  the  government  is  not 
able  to  do  it  without  delays  which  are  fat^l  to  its  purpose  ; 
that  the  more  troublesome,  and  less  showy,  of  the  functions 
undertaken,  are  postponed  or  neglected,  and  an  excuse  is 
always  ready  for  the  neglect ;  while  the  heads  of  the  ad- 
ministration have  their  minds  bo  fully  taken  up  with  official 
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details,  in  however  perfuDctory  a  manner  superintended, 
that  they  have  no  time  or  tiioiigUt  to  spare  for  tlic  gi'eat  in- 
tereats  oi"  the  stntej  and  the  preparation  of  enlarged  inoaa- 
nres  of  Bocia.1  improvement. 

But  these  inconveniences,  though  real  and  serious,  result 
much  more  from  the  bad  organization  of  governmeuts,  than 
from  the  extent  and  variety  of  the  duties  iuidci*taken  by 
them.  Government  ia  not  a  name  for  some  one  functionary, 
or  definite  number  of  function aries :  there  may  be  almost 
any  amount  of  diviiiion  of  hibour  within  the  ad  mini  strut  ive 
idy  itself.  Tlie  evil  in  question  is  felt  in  great  magnitude 
under  some  of  the  goverunieuts  of  the  Continent,  where  six 
or  eight  men,  liviug  at  the  capital  and  known  by  the  name 
of  miiiisters,  demand  that  the  whole  public  business  of  the 
country  shall  pass,  or  be  supposed  to  pass,  under  their  indi- 
vidual eye.  But  the  inconvenience  would  be  reduced  to  a 
veiy  manageable  compass,  in  a  country  in  which  there  was 
a  proper  distribution  of  functions  between  the  central  and 
local  officers  of  govenunent,  and  in  which  the  central  body 
was  divided  into  a  sufficient  number  of  departments.  Wlien 
Parliament  thonght  it  expedient  to  confer  on  the  govern- 
ment an  inspecting  and  partially  controlling  authonty  over 
railways,  it  did  not  add  railways  to  the  department  of  the 
Home  Minister,  but  created  a  Railway  Board.  When  it 
determinc<l  to  have  a  central  supeiintending  authority  for 
pauper  administration,  it  established  the  Poor  Law  Com- 
mission. There  are  few  comitries  in  which  a  greater  num- 
ber of  functions  are  discharged  by  public  officers,  than  in 
some  states  of  the  Amencan  Unioii,  paiticnlarly  the  New 
England  States :  but  the  division  of  labour  in  public  busi- 
ness is  extreme ;  most  of  these  officers  being  not  even  ame- 
nable to  any  conmion  superior,  but  performing  their  duties 
freely,  under  the  double  check  of  election  by  their  townsmen, 
and  civil  aa  well  as  criminal  responsibility  to  the  tribimals. 
It  is,  no  doubt,  indispensable  to  good  government  that 
tlie  chiefs  of  the  administration,  whether  permanent  or  tem- 
poral*^, should  extend  a  commanding,  though  general,  view 


(.T  the  eneemVe  uf  all  the  interests  coufideJ,  in  any  degree, 
to  the  resj.»ousibility  of  tlie  central  power.  But  with  a  skil- 
ful intenml  organiziitiou  of  the  administrative  machine, 
leaving  to  fiuburdinatea,  and  as  far  as  po&siblejio  local  suIj- 
ordinatesj  not  only  tlie  execution,  hut  to  a  great  degree  the 
control,  of  detaiU  ;  holding  them  accountable  for  the  results 
of  their  acts  rather  than  for  the  acts  themselves,  excei>t 
where  these  come  within  the  cognizance  of  the  tribunals : 
tiikliig  the  must  effeetual  securities  for  honest  and  capable 
appointments  ;  openiiig  a  broad  path  to  promotion  from  the 
inferior  degrees  uf  the  nduiitii&trative  scale  to  the  superior ; 
leaving,  at  each  step,  to  the  functionary,  a  wider  range  in 
the  origination  of  measures,  so  that,  in  the  highest  grade  of 
all,  deliheratlou  might  he  concentrated  on  the  great  collec- 
tive interests  of  the  country  in  each  department ;  if  all  this 
were  done,  the  government  would  not  probably  be  overbur- 
dened by  any  business,  in  other  respects  lit  to  be  undertaken 
by  it ;  though  the  overbui-dening  would  remain  as  a  serious 
addition  to  the  iuconveuiences  lucmTed  by  its  trndertaking 
any  which  was  unfit. 


§  5.  But  though  a  better  organization  of  govcmmenta 
would  greatly  diminish  the  force  of  the  objection  to  the 
mere  multiplic-i^tion  uf  their  duties,  it  would  still  remain 
true  that  in  all  the  more  advanced  communities,  the  great 
majority  of  things  are  worse  done  by  the  intervention  of 
goveniraent,  than  the  individuals  most  interested  in  tlte 
matter  would  do  them,  or  cause  them  to  be  done,  if  left  to 
themselves.  The  grounds  of  this  truth  are  expressed  with 
tolemble  exactness  in  the  [ioi)ular  dictum,  that  people  un- 
derstand their  own  business  and  their  own  intei*estB  better, 
and  care  for  them  more,  than  the  government  does,  or  can 
he  expected  to  do.  Tliis  maxim  holds  tme  tliroughout  the 
greatest  part  of  the  business  of  life,  and  wherever  it  is  true 
we  ought  to  condemn  every  kind  of  government  interven- 
tion that  conflicts  with  it.  Tlie  inferionty  of  govermneut 
agency,  for  example,  in  any  of  the  cuuimon  operations  of 
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industiy  or  commerce,  is  proved  by  the  fact,  that  it  is  hard- 
ly ever  able  to  maintain  itseli'in  eqnal  competition  with  in- 
dividual agency,  where  tlie  individuals  possess  the  requieite 
degree  of  iiidnstriul  enterj»ri&e,  and  can  command  t!ie  neces- 
sapy  assemblajire  of  means.  All  the  facilities  which  a  gov- 
ernment ciijoyg  of  nccese  to  information  ;  all  the  means 
whidi  it  po8des&c3  of  remunerating,  and  therefore  of  com- 
manding, the  best  available  talent  in  the  market — are  not 
an  e*juivalent  for  the  one  great  disadvantage  of  an  inferior 
interest  in  the  resnlt. 

It  must  be  remembered,  besides,  tbat  even  if  a  govern* 
ment  were  superior  in  intelligence  and  knowledge  to  any 
single  individual  in  the  nation,  it  must  be  inferior  to  all  the 
i[idividualB  of  the  nation  taken  togetlier.  It  can  neither 
possess  in  itself,  nor  eidist  in  its  Bcmce,  more  than  a  portion 
of  the  acqnirements  and  capacities  which  the  countr)-  con- 
tains, applicable  to  any  given  purpose.  There  must  be 
many  persons  equally  qualified  for  the  work  with  those 
whonj  the  government  employs,  even  if  it  selects  its  instru- 
ments with  no  reference  to  any  consideration  but  their  fit- 
ness. Now  these  are  the  very  persons  into  whose  hands,  in 
the  eases  of  most  common  occurrence,  a  system  of  individ- 
ual agency  naturally  tends  to  throw  the  work,  because  tlxey 
are  ea])able  of  doing  it  better  or  on  cheaper  terms  than  any 
other  persfms.  So  far  as  this  is  the  case,  it  is  evident  that 
government,  by  excluding  or  even  by  superseding  individ- 
ual agency,  either  substitutes  a  less  qualified  instrumentality 
for  one  better  qualified,  or  at  any  rate  substitutes  its  own 
mode  of  accomplishing  the  work,  for  all  the  variety  of  nuidcs 
which  would  be  tried  by  a  number  of  equally  qualified  per- 
sons aiming  at  the  sanae  cjid  ;  a  competition  by  many  de- 
grees more  i>rop:tious  to  the  progress  of  improvement,  than 
any  uniformity  of  system. 

§  6.  I  have  reserved  for  the  last  place  one  of  the  strong- 
est of  the  reasons  against  the  extension  of  government 
agency.     Even  if  the  government  could  comprehend  witliin 
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itself,  in  each  department,  all  the  most  eminent  iritcUcotnal 
capacity  and  active  talent  of  the  nation,  it  would  not  be  the 
lass  desirable  that  the  coiuluct  of  a  large  portion  of  the 
affairs  of  eociety  should  be  left  iu  the  huu<l3  of  the  persons 
immediately  interested  in  them.  The  business  of  life  is  an 
essentuil  part  of  the  practical  education  of  a  people  ;  with- 
out whieli,  book  and  school  instruction,  though  most  neces- 
sary and  salutary,  does  not  suffice  to  qualify  tliem  for  con- 
duct, and  for  the  adaptntion  of  means  to  ends.^  Instruction 
is  only  one  of  the  desiderata  of  mental  improvement ;  an- 
other, almost  as  indispensable,  is  a  vigorous  exercise  of  the 
active  energies ;  labour,  contrivance,  judgment,  self-con- 
trol :  and  the  natural  stimulus  to  these  is  the  difficulties  of 
Iife./-J?lii8  doctrine  is  not  to  be  confounded  with  the  com- 
placent optimism,  which  represents  the  evils  of  life  as  desir- 
able things,  because  they  call  forth  qualities  adapted  to 
combat  with  evils.  It  is  only  because  the  difficulties  exist, 
thai  thcqualities  which  combat  with  them  are  of  any  value. 
As  practical  beings  it  is  our  business  to  free  human  life  from 
as  many  as  possible  of  its  difficulties,  and  not  to  keep  up  a. 
stock  of  them  as  hunters  jireserve  game,  for  the  exercise  of 
pursuing  it.  But  since  the  need  of  active  talent  and  prac- 
tical judgment  iu  the  affiiirs  of  life  can  only  be  diminished, 
and  not,  even  on  the  most  favourable  supposition,  done 
away  with,  it  is  important  that  those  endowments  should  be 
cultivated  not  merely  in  a  select  few,  but  in  all,  and  that 
the  cultivation  should  be  more  varied  and  complete  than 
most  persons  are  al^Ie  to  find  in  the  narrow  sphere  of  their 
merely  individual  interests.  A  people  imioug  whom  there 
is  no  habit  of  spontaneous  action  for  a  colWtive  interest — 
who  look  habitually  to  their  government  to  command  or 
prompt  them  in  all  matters  of  joint  concern — who  exi)ect  to 
have  everything  done  for  them,  except  Avhat  van  be  made 
an  affair  of  mere  habit  and  routine — have  their  faculties 
only  half  developed  ;  tlicir  education  is  defective  in  one  of 
its  most  important  In-anches. 

Not  only  is  the  cultivation  of  the  active  faculties  by  exer- 
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eise,  diffnseU  tlirongh  tlie  whole  community,  in  itself  one 
of  tlie  most  valnable  of  national  poaecseions  :  it  la  ren<lei'eU, 
not  lefifi,  but  more,  uece&&ary,  wlien  a  lugh  degree  of  that 
indispensable  culture  is  syetematically  kept  up  in  the  chiefs 
and  futietioiiaries  uf  the  state.  There  cannot  be  a  combina- 
tion of  circumstances  more  dangerous  to  human  welfare, 
than  that  in  which  intelligence  and  talent  are  maintained 
at  a  high  standard  within  a  governing  corporation,  but  starved 
and  discouraged  outside  the  pale.  Such  a  system,  more 
completely  than  any  other,  embodies  tlie  idea  of  despotism, 
by  arming  with  intellectual  superiority  as  an  additional 
weapon,  those  who  have  already  the  legal  power.  It  ap- 
proaches iis  nearly  as  tlie  organic  difference  betMceu  human 
beings  and  other  animals  admits,  to  the  government  of 
sheep  by  their  shepherd,  without  anything  like  so  strong  an 
interest  as  the  shepherd  has  in  the  thriving  condition  of  the 
flock.  Tlio  only  security  against  political  slavery,  is  the 
check  maintained  over  govemom,  by  the  difPosion  of  intelli- 
gence, activity,  and  public  spirit  among  tlie  governed-  Ex- 
perience proves  the  extreme  difficulty  of  permanently  keep- 
ing up  a  stifBciently  high  standard  of  those  qualities ;  a  diffi- 
culty which  increases,  as  the  advance  of  civilization  and 
security  removes  one  atler  another  of  the  hardships,  embar- 
rassments, and  dangere  agahist  which  individuids  had  for- 
merly no  resource  but  in  tiieu-  own  strength,  skill,  and 
courage.  It  is  therefore  of  supreme  unportauce  that  all 
classes  of  the  commimity  down  to  the  lowest,  should  have 
much  to  do  for  themselves ;  that  as  great  a  demand  should 
be  made  upon  their  intelligence  and  virtue  as  it  is  in  any 
respect  equal  to  ;  that  the  goverameut  should  not  only  leave 
as  far  as  possible  to  their  own  faculties  tho  con<luet  of  what- 
ever concerns  tliemselves  alone,  but  should  suffer  them,  or 
rather  encourage  them,  to  manage  as  many  as  possible  of 
their  joint  concerns  by  volimtai'y  co-operation ;  since  this 
discussion  and  managenjent  of  eollecrivc  interests  is  tho 
great  school  of  that  public  spirit,  and  the  great  source  of 
that  intelligence  of  public  affairs,  which  are  always  regard- 


ed  as  the  diBtiuctive  character  of  tlie  public  of  free  coun- 
tries. 

A  democratic  constitution,  not  supported  by  democratic 
institutions  in  detail,  but  confined  to  the  central  govern- 
raent,  not  only  is  not  political  freedom,  but  often  creates  a 
spirit  precisely  tlie  reverse,  carr^-ing  down  to  the  lowest 
j;rade  in  society  the  desire  and  ambition  of  jwlitical  domi- 
nation. In  some  countries  the  desire  of  tlie  peoj^le  is  for  not 
being  tyrannized  over,  but  in  others  it  is  merely  for  an 
equal  chance  to  every-body  of  tyrannizing.  Unhappily 
this  last  state  of  the  desires  is  fidly  as  natural  to  mankind 
as  the  former,  and  in  many  of  the  conditions  even  of  ciril- 
izetl  humanity,  is  far  more  largely  exempHticd.  In  propor- 
tion as  the  people  are  accustonied  to  manage  their  afi'airs 
by  their  own  active  intervention,  instead  of  leaving  them  to 
the  government,  their  desires  will  turn  to  repelling  tyranny, 
rather  than  to  tyrannizing  :  while  In  jtroportion  as  all  real 
initiative  and  direction  resides  in  the  government,  and  indi- 
viduals habitually  feel  and  act  as  under  its  perpetual  tute- 
lage, popular  institutions  develope  in  them  not  the  desire  of 
freedom,  biit  an  unmeasured  appetite  for  place  and  power; 
diveiiing  the  intelligonce  and  activity  of  the  country  from 
its  principal  business,  to  a  wretched  competition  for  the  self- 
ish pi*izes  and  the  petty  vanities  of  office. 

§  7.  The  preceding  are  the  principal  reasons,  of  a  gen- 
eral chiiracter,  in  favonr  of  restricting  to  the  narrowest  com- 
pass the  interventiun  of  a  public  authority  in  the  business  of 
the  community:  and  few  will  dispute  the  more  tlian  suffi- 
ciency of  these  reasons,  to  throw,  in  every  instance,  the  bur- 
den of  making  out  a  strong  case,  not  on  those  who  resist,  but 
on  those  who  recommend,  government  interference.  Zaisser- 
faire^  in  short,  should  be  the  general  practice :  every  de- 
parture from  it,  unless  required  by  some  groat  good,  is  a 
certain  evil. 

Tlie  degree  in  which  the  maxim,  even  in  the  cases  to 
which  it  is  most  manifestly  applicable,  has  heretofore  been 


5i0 


BOOK   W     CHAPTER  XI.     §7. 


infringed  hy  governmentf,  fiitnre  ages  will  probably  have 
difficulty  in  crediting.  Some  idea  may  he  formol  of  it  from 
the  description  by  M.  Diinoyer*  of  the  restraints  imposed 
on  the  operations  of  manufacture  nnder  the  old  government 
of  France,  by  the  meddling  and  regulating  spirit  of  legis- 
lation. 

'*  La  society  exergait  eur  la  fabrication  la  jnridiction  la 
plus  illimitt^e  et  la  pins  arbltraire:  elle  disposait  sans  scru- 
pule  dea  facnltcB  dcH  fabric.ants ;  ellc  decidait  qui  pourrait 
travaiUer,  quelle  chose  ou  pourrait  faire,  quels  materianx 
on  devi*ait  employer,  quels  proc<jde5  il  faudrait  snivre, 
quelles  fonnefi  on  donnerait  aux  prodnits,  etc.  II  ne  suffi- 
sait  pas  dc  faire  bicn,  <le  faire  miL'ux,  il  fallait  fairc  suirant 
les  regies.  Qui  ne  connait  ce  regiement  de  1670,  qui  priS- 
scrivait  dc  saisir  et  de  cloncr  au  poteau,  avcs  le  nom  des 
auteurs,  les  marchandises  noji  confonnes  aux  regies  tracees, 
ct  qui,  a  la  seconde  recidive,  voulait  que  les  fabricants  y 
fuseent  attaches  oux-mcmea  ?  II  ne  s'agissait  pas  de  con- 
suiter  Ic  gofit  des  coTisommatcui-s,  mais  dc  se  conforraer  aux 
volont/'B  do  la  loi.  Des  legions  d'ijispecteurs.  de  commis- 
saires,  de  controleurs,  de  juros,  de  gardes,  iStaient  charges 
de  !c8  faire  executer ;  on  brieait  les  metiers,  on  brulait  les 
produita  qui  n'y  etaient  pas  conformes;  les  ameliorations 
otiiiunt  panics  ;  on  mcttait  les  inventcurs  a  I'araende.  On 
BOiuriettuit  :i  des  ri-gles  differentes  la  fabrication  des  objets 
destines  a  la  consommation  interieure  ct  cello  des  produits 
destines  a\i  commerce  ctranger.  Un  artisan  n'ctait  pas  le 
maitro  do  ehoisir  le  lieu  dc  son  6tablisscmcnt,  ni  dc  travail- 
ler  on  toute  saisun,  ni  de  travailler  pour  tout  le  monde.  II 
cxiste  nil  deeret  du  30  Mars  1700,  qui  borne  A  dix-hnit 
villes  le  nomlire  des  lieux  ou  Ton  pourra  faire  de  has  au 
metier ;  nn  arrSt  du  18  Juin  1723  enjoint  aux  fabricants  de 
Rouen  de  suspendro  Icurs  travaux  du  ler  Juillet  au  15  Sej>- 
tcmlnc,  aiin  dc  fnciliter  coux  de  la  recolte ;  Louis  XLV., 
quand  il  vonlut  entreprendrc  la  colonnade  du  Louvre,  de- 
fendit  aux  partioulicrs  d'employer  des  ouvriers  sans  sa  per- 
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mission,  bous  peine  de  10,000  Uvi-es  d'amende,  ct  am 
ouvriers  de  travajller  pour  les  particuliers,  sons  peine,  pour 
la  jiremiure  fois,  tie  la  pi*isoii,  ot  pour  1m  scconde,  des  guleres." 

Tliat  tlsese  and  similar  regulations  were  not  a  dead  let 
ter,  and  that  the  offiL'ious  and  vexatious  meddlin;^  was  pro- 
longed (\ovm  to  the  French  Revolution,  we  have  the  testi- 
mony of  Roland,  the  Girondist  minister.*  "  I  have  seen," 
says  he,  ''eighty,  ninety,  a  huudrcd  pieces  of  cotton  or 
woollen  stuff  cut  up,  and  completely  destroyed.  I  have  wit- 
nessed siniilfir  eecues  every  week  for  a  number  of  years.  T 
have  seen  manufactured  goods  confiscated  ;  heavy  fines  laid 
on  the  manufacturers  ;  some  pieces  of  fabric  were  burnt  in 
public  ]:>laceSj  and  at  the  bout's  tif  market :  others  were  fixed 
to  the  pillon.",  with  the  name  of  the  manufacturer  inscribed 
upon  them,  and  he  himself  was  threatened  with  the  pillory, 
in  ease  of  a  second  offence.  All  this  vras  done  midcr  my  eyes, 
at  Rouen,  in  conformity  with  existing  i*egulationSj  or  miuls- 
teria!  orders.  What  ciime  deserved  so  cmel  a  punishment  ? 
Some  defects  in  the  materials  employed,  or  in  the  texture 
of  the  fabric,  or  even  in  some  of  the  threads  of  the  waip. 

"1  have  frequently  seen  manufacturers  visited  by  a 
band  of  satellites  who  put  all  in  confusion  in  their  establish- 
ments, spread  terror  in  their  families,  cut  the  stuffs  from  the 
frames,  tore  off  the  waj-p  from  the  looms,  and  carried  them 
away  as  proofs  of  infringement ;  the  manutacturers  were 
summoned,  tried,  and  condemned  :  their  goods  confiscated  ; 
copies  of  their  judgment  of  confiscation  posted  up  in  every 
public  place ;  fortune,  reputation,  credit,  all  was  lost  and 
destroyed.  And  for  wliat  offence  ?  Because  they  had 
made  of  worsted,  a  kind  of  cloth  called  shag,  such  as  the 
English  used  to  manufacture,  and  even  sell  in  France,  while 
the  French  regulations  stated  that  that  kind  of  cloth  should 
be  made  with  mohair.  I  have  seen  other  manufacturers 
treated  in  the  same  way,  because  they  had  made  camlets  of 


*  I  (|U0«:  at  second  hand,  irora  Mr.  Caroy's  Essaj/  on  the  Rate  of  Wayes, 
f  p.  196-6. 
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»  particnlar  widtb,  ii£«d  m  EngUnd  and  GennauT,  for  whi^ 
tliere  was  a  great  deoiaud  &om  Spain,  Portagal,  and  other 
coimtriea,  aiid  trom  ecvcral  porU  of  France,  while  tise 
French  regulationa  prescribed  other  widths  for  camJets." 

Tlie  time  i&  gone  by,  when  such  applications  as  these  d 
the  principle  of  "  paiernal  government "  would  be  attempt- 
ed^ iu  even  the  least  eulighteoed  coantry  of  the  EurD|tean 
coinmouwealtii  of  nations  In  such  eases  as  tboee  cited,  all 
the  general  olgeelion*  to  government  interference  are  valid, 
and  several  of  them  in  nearly  their  hl^hc»t  degree.  Bat  we 
must  now  turn  to  the  second  part  of  our  task,  and  direct 
our  attention  to  ca&es,  in  which  some  of  those  general  objec- 
tions are  altogether  absent,  while  those  which  can  never  be 
got  rid  of  entirely,  are  overruled  by  counter-considerations 
of  still  greater  importance. 

We  have  observed  that,  as  a  general  rule,  the  bufiii 
of  life  is  better  performed  when  thoee  who  have  an  inune- 
diate  interest  iu  it  are  letl  to  take  tlieir  own  course,  uncon- 
trolled either  by  the  mandate  of  the  law  or  by  the  meddling 
of  any  public  functionary.  The  persons,  or  some  of  the 
persons,  who  do  the  work,  are  likely  to  be  better  judges 
than  the  government,  of  the  means  of  attaining  the  particu- 
lar end  at  which  they  aim.  Were  we  to  suppose,  what  is 
not  very  probable,  that  the  government  has  possessed  itself 
of  the  beat  knowledge  which  had  been  acquired  up  to  a 
given  time  by  the  persons  most  skilled  in  the  occnpatioD } 
even  then,  the  individual  agents  have  so  much  stronger  and 
more  direcrt  an  interest  in  the  resnlt,  that  the  means  are  far 
more  likely  to  be  improved  and  perfected  if  left  to  their 
mxcontrolled  choice.  But  if  the  workman  is  generally  tlie 
best  selector  of  means,  can  it  be  aflirmed  with  the  same  uni- 
versality, that  the  consumer,  or  person  served,  is  the  most 
competent  judge  of  the  end  ?  Is  the  buyer  always  qnaljiiod 
to  judge  of  the  commodity  ?  If  not,  the  presumption  in 
favour  of  the  competition  of  the  market  does  not  apply  to 
the  case ;  and  if  the  commodity  be  one,  in  the  quality  of 
which  society  has  muek  ax  ttake^  the  balance  of  advantages 
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may  be  in  fiivonr  of  Gorao  mode  and  degree  of  intervention^ 
by  the  authorized  representatives  of  the  collective  intei-est 
of  the  state. 


§  8.  Kow,  the  proposition  that  the  consnmer  is  a  com- 
petent judge  of  the  commodity,  can  be  admitted  only  with 
nnmerons  abatements  and  exceptions.  He  is  generally  tlie 
best  jndge  (though  even,  this  ie  not  true  universally)  of  the 
material  objects  produced  for  his  use.  Tlieee  are  destined 
to  snpply  some  pliyaical  want,  or  gratify  some  taste  or  in- 
clination, respecting  which  wants  or  inclinations  there  is  no 
appeal  from  the  pei-son  who  feels  them ;  or  they  are  the 
means  and  appliancea  of  some  occupation,  for  the  use  of  the 
persons  engaged  in  it.  who  may  be  presumed  to  be  judges 
of  the  tilings  required  in  their  own  habitual  employment. 
But  there  are  other  things  of  the  worth  of  which  the  de- 
mand of  the  market  is  by  no  means  a  test ;  things  of  which 
the  utility  does  not  consist  in  ministering  to  inclinations, 
nor  in  serving  the  daily  uses  of  life,  and  the  want  of  which 
is  least  felt  where  the  need  is  greatest.  Tliis  is  pecnliarly 
true  of  those  things  which  are  chiefly  useful  as  tending  to 
raise  the  character  of  human  beings.  The  uncultivated  can- 
not be  competent  judges  of  cultivation.  Those  who  most 
need  to  be  made  wiser  and  better,  usually  desire  it  least, 
and  if  they  desired  it,  would  be  incapal.>lc  of  finding  the 
way  to  it  by  their  own  lights.  It  will  continually  hapj>en, 
on  the  voluntary  system,  that,  the  end  not  being  deeired, 
the  means  will  not  be  provided  at  all,  or  that,  the  persons  re- 
quiring improvement  having  an  impeifect  or  altogether  er- 
roneous conception  of  what  they  want,  the  sujiply  called 
forth  by  the  demand  of  the  market  will  be  anything  but  what 
is  really  required.  Now  any  well-intentioned  anil  tolerably 
civilized  government  may  think  without  presumption  that 
it  does  or  ought  to  possess  a  degree  of  cultivation  above  the 
average  of  the  community  which  it  niles,  and  that  it  should 
therefore  be  capable  of  offering  better  education  and  better 
instniction  to  the  people,  than  the  greater  number  of  them 
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would  gpontaneoQfrly  demand.  Education,  tlierefore,  is  one 
of  those  things  whicli  it  is  admis^sible  iu  principle  that  a 
government  should  provide  for  the  people.  The  case  is  one 
to  wiiicU  the  reasons  of  the  noa-intcrlV'rence  principle  do  not 
necessarily  or  uui^ereally  extend.* 

AVith  regard  to  eleuientarj  education,  the  exception  to 
ordinary  rules  may,  I  conceive,  justitiably  be  carried  still 
further.  There  are  certain  primary  elements  and  means  of 
knowledge,  which  it  is  in  the  highest  degree  desiiable  that 
ail  human  beings  bora  into  the  community  ehould  acquire 
during  childhood.  If  their  parents,  or  those  on  whom  they 
depend,  liave  the  power  of  obtaining  for  them  this  instruc- 


•  In  opposition  to  these  opinions,  a  wriwr,  with  whom  on  many  points  I 
agree,  but  whose  hostility  to  goTernnieat  intervenlinn  seetas  to  me  too  indlt- 
oriminate  and  unqualified,  U.  DimoyL*r,  observe^  th&t  instruL'tion,  however  good 
in  it5c1f,  can  only  be  lucful  to  the  pnljlic  in  so  far  as  thej  are  willing  to  re<.<ciTe 
it,  and  that  the  best  proof  that  the  ioHtmctioD  is  siiiUtblc  to  their  wants,  is  Ha 
ffucccss  as  a  pct'uniary  cotcrprific.  This  argumimt  fieenw  no  more  conclimve  re- 
specting iimtruetioi)  for  the  mind,  than  it  would  be  respecting;  medicine  for  the 
body.  Xo  medicine  will  do  the  patient  any  good  if  he  cannot  be  induced  to 
take  it;  but  we  ai-e  not  bound  to  admit  oa  a  corollary  from  thia,  that  the  patient 
will  select  tho  right  medicine  witlionl  assdstanee.  la  it  not  p()5sible  that  a  reeom- 
mcndation,  from  any  quarter  which  he  respect*,  may  ioduce  him  to  accept  a  bet- 
ter medicine  than  he  would  spoiitaDeouely  have  chof>en  ?  This  is.  m  respect  U> 
educaUon,  ilie  very  jwint  in  debate.  Without  doubt,  instruction  which  i»  so  far 
in  advance  of  the  people  that  they  cannot  be  induced  to  avail  Iheusclvcs  of  it,  Is 
to  them  of  no  more  worth  than  if  it  did  not  exist.  But  between  what  thej  (tpon- 
taneously  ohoofle,  and  what  they  will  refuso  to  accept  when  offered,  lliere  h  a 
breadth  of  inter\'iil  proportioned  to  their  deference  for  the  rccommcnder.  Be- 
Bide«,  a  thing  of  which  the  public  are  bad  judgea,  may  be  required  to  be  shown 
to  them  and  preswed  on  tlicir  aEtentiini  for  a  long  time,  and  to  prove  its  advan- 
tages by  long  cxporiencc,  before  they  leam  to  appreciate  il,  yet  they  may  learn 
at  last;  which  ih«y  might  never  have  done,  if  the  tiling  had  not  beoi  thus  olf- 
trudcd  upon  them  in  act,  hut  only  recommended  in  theory.  Now,  a  pecuniary 
speculation  cannot  wait  ycoi'S,  or  perhaps  geueiations,  for  success;  it  must  Buc- 
cecil  rspidly,  or  not  lit  all.  v\nothtM'  coiiHidei-att<in  which  M.  Dunoyor  fteems  to 
have  overlooked,*  is,  that  institutions  and  modes  of  tuition  which  never  couJd  be 
made  sufficiently  popular  to  repay,  with  a  profit,  the  expenses  incurred  on  them, 
may  bo  invahmble  to  tlie  many  by  pving  the  liighest  quality  of  education  to  the 
few,  and  keeping  up  the  perpetual  succe^on  of  superior  minds,  by  whom 
tuDwiedge  ia  advanced,  and  tlK  oommunity  urged  forwatd  in  civilization. 
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tion,  and  fail  to  do  it,  they  commit  a  double  breach  of  duty ; 
towards  the  children  themselves,  and  towards  the  members 
of  the  community  generally,  who  are  all  liable  to  scffcr 
seriously  from  the  consequences  of  ignorance  and  want  of 
education  in  their  fellow-citizens.  It  is  therefore  an  allow- 
able exercite  of  tlie  powers  of  government,  to  impose  on 
parents  the  legal  obligation  of  giving  elementary  iustniction 
to  children.  This  however  cannot  fairly  be  done,  without 
taking  measures  to  ensure  that  such  instruction  sliall  be  al- 
ways accessible  to  them,  either  gratuitously  or  at  a  trifling 
expense. 

It  may  indeed  bo  objected  that  the  education  uf  children 
is  one  of  those  expenses  which  parents,  even  of  the  labour- 
ing class,  ought  to  defi-ay;  that  it  is  desirable  that  they 
should  feel  it  incumbent  on  tliem  to  provide  by  their  own 
means  for  the  ftilfilment  of  their  duties,  and  that  by  giving 
education  at  the  cost  of  others,  just  as  much  ae  by  giving 
subsistence,  the  standard  of  necessary  wages  is  proportion- 
ally lowered,  and  the  springs  of  exertion  and  self-restraint 
in  80  much  relaxed.  This  argnmcut  could,  at  best,  be  only 
valid  if  the  question  were  that  of  substituting  a  public  pro- 
vision for  what  individuals  would  otherwise  do  for  them- 
selves ;  if  all  parents  in  the  labouring  clasa  recognised  and 
practised  the  duty  of  giving  instruction  to  their  children  at 
their  own  expense.  But  inasmuch  as  parents  do  not  prac- 
tise this  duty,  and  do  not  include  education  among  those 
necessary  expenses  which  their  wages  must  provide  for, 
therefore  the  general  rate  of  wages  is  not  high  enough  to 
bear  those  expenses,  and  they  must  be  borne  from  some 
other  source.  And  this  is  not  one  of  the  cases  in  which  the 
tender  of  help  perpetuates  the  state  of  things  which  renders 
help  necessaiy.  Instruction,  when  it  is  really  such,  does 
not  enervate,  but  strengthens  as  well  as  enlai-ges  the  active 
faculties :  in  whatever  manner  acqtiiredj  its  effect  on  the 
mind  is  favourable  to  the  spirit  uf  independence :  and  when, 
unless  had  gratuitously,  it  would  not  be  had  at  all,  help  in 
this  form  has  the  opposite  tendency  to  that  which  in  so 
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many  otlier  eases  makes  it  objectionable ;  it  is  help  toward^ 
doing  without  help. 

In  Eiigliind,  and  most  European  conntries,  elements 
instruclion  cannot  be  paid  for,  at  its  full  cost,  from  the  com- 
mon wages  of  unskilled  labour,  and  woidd  not  if  it  could. 
The  alternative  therefore  is  not  between  government  and 
private  speculation,  but  between  a  goveniment  i>rovi6ion 
and  voluntary  eliaiity :  between  interference  by  govern- 
ment, and  interference  by  associations  of  individuals,  eub- 
scribhig  tht'ir  own  money  for  the  pu:*po6e,  like  the  two 
great  School  Societies.  It  is,  of  course,  not  desirable  that 
anything  should  be  done  by  funds  derived  from  compulsory 
taxation,  which  is  already  sufficiently  well  done  by  individ- 
ual liberality.  How  far  this  is  the  case  with  school  instruc- 
tion, is,  in  each  particular  instance,  a  question  of  fact.  The 
education  provided  in  tliis  country  on  the  voluntary  prin- 
ciple has  of  late  been  so  much  disctissed,  that  it  is  needless 
in  this  place  to  criticise  it  minutely,  and  I  shall  merely 
express  my  conviction,  that  even  in  quantity  it  is,  and  is 
likely  to  remain,  altogether  insufficient,  while  in  quality, 
though  with  some  slight  tendency  to  improvement,  it  is 
never  good  except  by  some  rare  accident,  and  generally  so 
bad  as  to  be  little  more  than  nominal.  I  hold  it  therefore 
the  duty  of  the  gos-eniraent  to  supply  the  defect  by  giving 
pecuniary  support  to  elementary  schools,  snch  as  to  render 
thcra  accessible  to  all  the  children  of  the  poor,  either  freely, 
or  for  a  payment  too  inconsiderable  to  be  sensibly  felt. 

One  thing  must  be  strenuously  insisted  on ;  that  the 
govemment  must  claim  no  monopoly  ibr  its  education, 
either  in  the  lower  or  in  the  higher  branches ;  must  exert 
neither  authority  nor  influence  to  in<lnee  the  people  to  re- 
sort to  its  teachers  in  preference  to  othere,  and  must  confer 
no  peculiar  advantages  on  those  who  have  been  instructed 
by  tbeni.  Tliongh  the  government  teachers  will  probably 
be  superior  to  the  average  of  private  instructors,  they  will 
not  embody  all  the  knowledge  and  sagacity  to  be  found  in 
&11  instnictors  taken  together,  and  it  is  desirable  to  leave 
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open  as  many  roaiU  as  possible  to  tlie  desired  end.  It  is  not 
endurable  that  a  government  should,  either  de  jure  or  d£ 
yacto,  have  a  complete  control  over  the  education  of  the 
people.  To  posfie&s  such  a  control,  and  actually  exert  it,  ia 
to  be  despotic.  A  gorermnent  which  can  mould  the  opin- 
ions and  sentiments  of  the  people  from  their  }-outh  upwards, 
can  do  ^vith  them  whatever  it  pleases.  Though  a  govern- 
ment, therefore,  may,  and  in  many  cases  ought  to,  establish 
schools  and  colleges,  it  must  neither  compel  nor  bribe  any 
person  to  come  to  them ;  nor  ought  the  power  of  individ- 
uals to  set  up  rival  establishments,  to  depend  in  any  degree 
upon  its  authorization.  It  would  be  justilied  in  requiring 
from  all  the  peojde  that  they  shall  pos&ese  instruction  in 
ceitaiu  things,  but  not  in  prescribing  to  them  how  or  from 
■whom  they  shall  obtain  it. 

§  9.  In  the  matter  of  education,  the  intervention  of 
government  is  justifiable,  because  the  case  is  not  one  iu 
which  the  interest  and  judgment  of  the  consumer  are  a 
sufficient  security  for  the  goodness  of  the  commodity.  Let 
us  now  consider  another  class  of  cases,  where  there  is  no 
person  in  the  situation  of  a  consumer,  and  where  tlie  inter- 
est and  judgment  to  be  relied  on  arc  those  of  the  agent 
himself ;  as  in  the  conduct  of  any  business  in  which  he  is 
exclusively  interested,  or  in  entering  into  any  contract  or 
engagement  by  which  he  himself  is  to  be  bound. 

The  ground  of  the  practical  principle  of  non-interference 
most  here  be,  that  most  persons  take  a  jueter  and  more  in- 
telligent view  of  their  own  interest,  and  of  the  means  of 
promoting  it,  than  can  cither  be  prescribed  to  them  by  a 
general  enactment  of  the  legislature,  or  pointed  out  in  the 
particular  case  by  a  public  functionary.  The  maxim  is 
unquestionably  sound  as  a  general  nile ;  but  there  is  no 
difficulty  in  perceiving  some  very  large  and  conspicuous  ex- 
ceptions to  it.     These  may  be  classed  under  several  heads. 

First : — Tlie  individual  who  is  presumed  to  be  the  beet 
judge  of  liis  own  interests  may  be  incapable  of  judging  or 
51 
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acting  for  himself;  maybe  a  luuatic,  an  idiot,  an  infant; 
or  though  not  wholly  incapable,  may  be  of  immature  years 
and  judgment.  In  this  cafie  tlie  foundation  of  the  laisser' 
/aire  ])rinciplc  breaks  down  entirely.  The  person  most  in- 
terested is  not  the  best  judge  of  the  matter,  nor  a  competent 
jndge  at  all.  Insane  persona  are  everywhere  regarded  as 
proper  objects  of  the  care  of  the  stRte.*  In  the  case  of  chil- 
dren and  yonng  persons,  it  is  common  to  say,  that  thongh 
they  cannot  judge  for  themselves,  they  have  their  parents 
or  other  relatives  to  judge  for  them»  But  tliis  removes  the 
question  into  a  diflcrent  category ;  making  it  no  longer  a 
question  whether  the  government  should  interfere  with  in- 
dividuals in  the  direction  of  their  own  conduct  and  interests, 
hut  whether  it  should  leave  absolutely  in  their  power  the 
conduct  and  interests  of  somebody  else.  Parental  power  ia 
as  susceptible  of  abuse  as  any  other  power,  and  is,  as  a  mat- 
ter of  fact,  constantly  abused.  If  laws  do  not  succeed  in 
preventing  parents  from  brutally  iU-treating,  and  even  from 
murdering  then-  children,  far  le&s  ought  it  to  be  presumed 


•  The  practice  of  the  English  law  with  respect  to  insane  peroona,  especiallj 
on  the  all-important  point  of  the  aacertainment  of  insanity,  most  urgently  de- 
mands reform.  At  present  no  pcraona,  whose  properly  is  worth  covetinjc,  and 
whose  nearest  relaiions  ore  miscnipulous,  or  on  bad  temis  with  tbem,  are  secure 
•gainst  a  conunisaion  of  lunacy,  At  the  instance  of  the  p«raons  who  wouM 
profit  by  their  being  declared  inaanc,  a  jury  may  be  impanelled  and  an  invi-.-stiga- 
tion  held  at  the  expense  of  the  property,  In  which  all  their  pergonal  peeuliarities, 
with  all  the  aJditioua  made  by  the  iTing  gnaaip  of  low  servants,  are  poured  into 
the  credulous  ears  of  twelve  jietiy  shopkeejKiTu,  ignorant  of  all  wayij  of  life  ex- 
cept those  of  their  own  elaiH,  and  regarding  every  trait  of  individuality  In  charac- 
ter or  lasto  aa  eccentricity,  and  nil  eccentricity  as  either  insanity  or  wiekednew. 
If  this  sapient  trihunal  gives  the  deaircd  vci-dict,  the  property  ia  handed  over  to 
pertiapA  the  last  persons  whom  the  rightful  owner  would  tiave  desired  or  BofTered 
to  poii.sa4)i  it.  Some  recent  Inatances  of  thiii  kind  of  investigation  hare  been  a. 
scandal  to  the  administ  ration  of  justice.  Whatever  other  changes  in  ihia  braneh 
of  law  may  be  made,  two  at  least  are  imperative:  first,  that,  u^  in  oUier  legal 
proceedings,  the  cxpcnscR  should  not  be  borne  by  the  person  on  trial,  but  by  the 
promotei-9  of  the  inquiry,  stiViJect  to  recovery  of  costsi  in  caae  of  succem:  and 
secnndly,  timt  the  pnipeny  of  a  person  declared  inRane,  should  in  uo  case  be 
made  over  to  heint  while  the  proprietor  ia  alive,  but  should  bo  uumaged  by  a 
public  officer  until  lus  death  or  recovery. 


that  the  iiiterestB  of  children  will  uever  be  sacrificed,  in 
more  eomiiion-placc  and  less  revolting  wars,  to  the  selfish- 
ness or  the  ignorance  of  their  parents.  "Whatever  it  can  be 
clearly  seen  that  parents  ought  to  <lo  or  forbear  for  the  in- 
terest of  children,  the  law  is  warranted,  if  it  is  able,  in 
compelling  to  be  done  or  forborne,  and  is  generally  bound 
to  do  60.  To  take  an  example  from  the  peculiar  province 
of  political  ecouomy ;  it  is  right  that  children,  and  young 
persons  not  yet  amved  at  maturity,  should  be  protected,  so 
far  a&  the  eye  and  hand  of  the  state  can  reach,  fntm  being 
over-worked.  Labouring  for  too  many  liours  in  the  day,  or 
on  work  beyond  their  strength,  should  not  be  permitted  to 
them,  for  if  permitted  it  may  always  be  compelled.  Free- 
dom of  contract,  in  the  case  of  childreUj  is  but  another  word 
for  freedom  of  coercion.  Education  also,  the  best  which 
circumstances  admit  of  their  receiving,  is  not  a  thing  which 
parents  or  relatives,  from  iuditfercnce,  jealousy,  or  avarice, 
should  have  it  in  their  power  to  withliold. 

The  reasons  fijr  legal  intervention  in  favour  of  children, 
apply  not  less  strongly  to  the  case  of  those  unibrtunate 
slaves  and  victims  of  the  most  brutal  part  of  mankind,  the 
lower  animals.  It  h  by  the  grossest  misunderstanding  of 
tlie  prineiples  of  liberty,  that  the  infliction  of  exemplary 
piinidnnent  on  rulfianism  practised  towards  these  defenceless 
creatures,  has  been  treated  as  a  meddling  by  govemment 
with  things  beyond  its  province ;  an  intei-ference  with  do- 
mestic life.  The  domestic  life  of  domestic  tyrants  is  one  of 
the  things  which  it  is  the  most  imperative  on  the  law  to  in- 
terfere with;  and  it  is  to  bo  regretted  that  metaphysical 
scruples  respecting  the  nature  and  som-ce  of  the  authority 
of  government,  should  induce  many  warm  supporters  of 
laws  against  cruelty  to  animals,  to  seek  for  a  justification  of 
such  laws  in  the  incidental  couserpiences  of  the  indulgence 
of  ferocious  habits,  to  the  interests  of  human  beings,  rather 
than  in  the  intrinsic  merits  of  the  case  itself.  "VTbat  it 
would  be  the  duty  of  a  human  being,  possessed  of  the  requi- 
site physical  strength,  to  prevent  by  force  if  attempted  in  his 
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presence,  it  cannut  be  le»s  incuml>ent  on  society  generally- 
to  rejiress.  The  existing  laws  of  England  ou  the  subject  are 
chicflv  defective  in  the  triflinK,  ofteu  almost  nominal,  niaxi- 
mum,  to  which  the  penalty  even  ia  the  worst  cases  is  limited. 
Among  those  members  of  the  communitj  whose  freedom 
of  contract  ought  to  be  controlled  by  the  legislature  for 
their  own  protection,  on  account  (it  is  said)  of  their  depend- 
ent position,  it  is  frequently  proposetl  to  include  women : 
and  in  the  exioting  Factory  Act,  their  labour,  in  common 
with  tliat  of  yoting  persons,  has  been  placed  under  peculiar 
restrictions.  But  tlie  classing  together,  for  this  and  other 
pui-poses,  of  women  and  childi-en,  appears  to  me  both  inde- 
fensible in  principle  and  mischievous  in  practice.  Children 
below  a  certain  age  cannot  judge  or  act  for  themselves ;  up 
to  a  considerably  greater  age  they  are  inevitably  more  or 
leas  di8<pialified  for  <loing  so  ;  but  women  arc  as  capable  as 
men  of  appreciating  and  managing  their  own  concerns,  and 
the  only  hindrance  to  their  doing  so  arises  from  the  injustice 
of  their  present  social  position.  So  long  as  the  law  makes 
ever}'thing  which  the  wife  acquires,  the  property  of  the  hus- 
band, while  by  compeUing  her  to  live  with  him  it  forces 
her  to  submit  to  almost  any  amount  of  moral  and  even 
physical  tyranny  w"hicli  he  may  clioose  to  inflict,  there  is 
some  ground  for  I'egarding  every  act  done  by  her  as  done 
under  coercion :  but  it  is  the  great  error  of  reformers  and 
philaiithiopitits  in  our  time,  to  nibble  at  the  consequences 
of  unjust  i>ower  instead  of  redressing  the  injustice  itself. 
If  women  had  as  absolute  a  control  as  men  have,  over  their 
own  persons  and  their  own  patrimony  or  acquisitions,  there 
would  be  no  plea  for  limiting  their  hours  of  labouring  for 
themselves,  in  order  that  they  might  liave  time  to  labour 
for  the  husband,  in  what  is  called,  by  the  advi>cates  of  re- 
striction, his  home.  Women  employed  in  factories  are  the 
only  women  in  the  labouring  ranlc  of  life  whose  position  is 
not  that  of  slaves  and  drudges  ;  precisely  because  they  can- 
not easily  bo  conqjellcd  to  work  and  earn  wages  in  factories 
against  theii*  will.     For  improving  the  condition  of  women. 
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it  should,  on  the  contrary,  be  an  object  to  give  tlicm  the 
readiest  a<;cesfi  to  independent  indnstrial  employment,  in- 
stead of  c•lo^ing,  either  entirely  or  partially,  that  which  is 
already  open  to  them. 

§  10.  A  second  exception  to  the  doctrine  that  individ- 
uals are  the  best  judges  of  their  own  iutereyt,  i^  wlien  an 
individual  iittumpts  to  decide  irrevocably  now,  what  will  be 
best  for  his  interest  at  some  future  and  distant  time.  Tire 
presuiiiptiuu  in  fuvonr  of  individual  judgment  is  only  legiti- 
mate, wliere  the  judgment  ia  groimded  on  actual,  and  es- 
pecially on  present,  personal  experience ;  Dot  where  it  ie 
formed  antecedently  to  exj^ierieuce,  and  not  suffered  to  be 
reversed  even  after  experience  has  condemned  it.  "When 
persons  have  bomid  tliemselves  by  a  contract,  not  simply  to 
do  some  one  thing,  but  to  continue  doing  something  for 
ever  or  for  a  prolonged  period,  without  any  power  of  revok- 
ing the  engagement,  tlie  presumption  wluch  their  perse- 
verance in  that  courne  of  conduct  would  otherwise  i-aise  in 
favour  of  itg  being  advantageous  to  them,  does  nut  exist ; 
and  any  such  presumption  which  can  be  grounded  on  their 
having  voluntarily  entered  iuto  the  contract,  perhaps  at  an 
early  age,  and  without  any  real  knowledge  of  what  they 
undertook,  is  conunoiily  next  to  mdl.  The  practical  maxim 
of  leaving  contracts  free,  is  not  applicable  without  great 
limitations  in  ease  of  engagements  in  perpetuity  ;  and  tlie 
law  should  be  extremely  jealous  of  such  engagements ; 
should  refuse  its  sanction  to  them,  when  the  obligations  they 
impose  are  such  as  the  eontrax-ting  party  cannot  be  a  com- 
petent judge  of;  if  it  ever  docs  sanction  them,  it  should 
take  every  possible  security  for  their  being  contracted  with 
foresight  and  deliberation  ;  and  in  compensation  for  not 
ptenuitting  the  parties  themselves  to  revoke  their  engnge- 
mcnt,  should  grant  them  a  release  from  it,  on  a  suthcient 
case  being  made  out  before  an  iuipartial  authority.  These 
considerations  are  eminently  applicable  to  niamagc,  the 
most  important  of  all  cases  of  engagement  for  life. 
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g  11.  The  third  exceprion  ^rhich  I  shall  notice,  to  the 
doctrine  that  government  c-annot  manage  the  affaire  of  indi- 
Tidtials  as  well  as  the  individuals  themaelvcs,  has  reference 
to  tlie  great  class  of  cases  in  which  the  individuaU  can  onir 
manage  the  concern  by  delegated  agency,  and  in  which  the 
60-eaIled  private  management  is,  in  point  of  fact,  hardly 
better  entitled  to  be  called  management  by  the  persons  in- 
terested, than  administration  by  a  pnblic  oiRcer.  WTiatever, 
if  left  to  spontaneous  agency,  can  only  be  done  by  joint- 
stock  associations,  will  often  be  as  well,  and  sometimes  bet- 
ter done,  as  far  as  the  actual  work  is  concerned,  by  the 
state.  Ooveniiiient  management  is,  indeed,  proverbially 
jobbing,  careless,  and  inefiective,  but  so  likewise  lias  gen- 
erally been  joiot-stock  management.  The  directors  of  a 
joint-stock  company,  it  is  true,  are  always  shareholders ; 
but  also  the  members  of  a  government  are  invariably  tax- 
payers ;  and  in  the  case  of  directors,  no  more  than  in  that 
of  governments,  is  their  proportional  share  of  the  benefits 
of  good  management,  equal  to  tlie  interest  they  may  pos- 
sibly have  in  mismanagement,  even  without  reckoning  the 
interest  of  their  case.  It  may  be  objected,  that  the  share- 
holdere,  in  their  collective  character,  exercise  a  certain  con- 
trol over  the  directors,  and  have  almost  always  full  power 
to  remove  them  from  office.  l*ractically,  however,  the  diffi- 
culty of  exercising  this  power  is  found  to  be  so  great,  that  it 
is  hardly  ever  exercised  except  in  cases  of  such  flagrantly 
uu^kllfid,  or,  at  least,  uneucceusful  management,  as  would 
generally  produce  the  ejection  from  office  of  managers  ap- 
pointed by  the  government.  Against  the  very  ineffectual 
security  afforded  by  meetings  of  shnreholders,  and  by  their 
individual  inspection  and  enquiries,  may  be  placed  the 
greater  publicity  and  more  active  discussion  and  comment, 
to  be  expected  in  free  countries  with  regard  to  affairs  in 
which  tho  general  government  takes  part.  Tlie  defects, 
therefore,  of  goveiiiment  management,  do  not  seem  to  be 
nccessanly  much  greater,  if  necessarily  greater  at  all,  than 
tiiose  of  managenieut  by  joint-stock. 
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The  true  i-eaeons  in  favour  of  leaving  to  voluntary  associ- 
ations all  such  things  as  they  are  competent  to  perfoiin, 
■would  exist  in  equal  strengtli  if  it  ^vere  certain  that  the 
TTork  itself  would  be  as  well  or  better  done  by  public  offi- 
cers. These  reasons  have  been  already  pointed  ont :  the 
mischief  of  overloading  the  chief  functionaries  of  govern- 
ment with  demands  on  their  attention,  and  diverting  them 
from  duties  which  they  alone  can  discharge,  to  objects 
■which  can  be  sufficiently  well  attained  without  them  ;  the 
danger  of  unnecessarily  swelling  the  direct  power  and  indi- 
rect influence  of  government,  and  multiplying  occasions  of 
collision  between  its  agents  and  private  citizens ;  and  the 
inexpediency  of  concentrating  in  a  dominant  bureaucracy, 
all  the  sltill  and  experience  in  the  management  of  large  in- 
terests, and  all  the  power  of  organized  action,  existing  in 
the  eommnnity  ;  a  practice  which  keeps  the  citizens  in  a 
relation  to  the  government  like  that  of  children  to  their 
guardians,  and  is  a  main  cause  of  the  inferior  capacity  for 
political  life  which  has  hitherto  characterized  the  over-gov- 
erned countries  of  the  Continent,  whether  with  or  -without 
the  forms  of  representative  government.* 

But  although,  for  these  reasons,  most  things  which  are 
likely  to  be  even  tolerably  done  by  voluntary  associations, 
should,  generally  speaking,  be  left  to  tliem  ;  it  does  not  fol- 
low that  the  manner  in  which  those  associations  perform 
their  work  should  be  entirely  uncoDtrolled  by  the  govcru- 


*  A  parallel  case  may  be  found  in  the  tlistastc  for  politics^  and  absence  of 
public  spirit,  by  whicli  women,  as  a  class,  are  eliaracterized  in  the  present  state 
of  society,  and  which  is  oflen  fflt  atid  complflined  of  by  political  reformerfl^  with- 
out, in  general,  making  them  willing  to  recognise,  or  desirous  to  remove,  its 
cause.  It  obviously  arbcg  from  their  being  taught,  both  by  institutions  and  by 
the  whole  of  their  educatlou,  to  regard  theraselTes  as  entirely  apart  from  politics, 
TVlieroTor  they  have  hcf'ti  politicians,  they  have  shown  as  frrent  interest  in  the 
subject,  luid  aa  great  aptitude  for  it,  according  to  the  spirit  of  their  thne,  as  tlie 
men  with  whom  they  werti  fsnleiuporariea:  in  tliat  period  of  history  (for  example) 
in  which  IsalKtlla  of  Castile  and  F.liziihoth  of  Kngland  were,  not  rare  esceptions, 
but  merely  brilliant  examples  of  a  spirit  and  capacity  very  largely  difiUsed 
among  women  of  high  station  and  cultivation  in  Europe. 
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ment.  Ttiere  are  raany  cases  in  which  the  agency,  oF  what 
ever  nature,  by  which  a  service  is  performed,  is^ertain,  from 
the  nature  of  the  case,  to  be  virtually  single ;  in  which  a 
practical  monopoly,  with  all  the  power  it  confers  of  taxing 
the  community,  cannot  be  prevented  from  existing.  I  have 
already  more  than  once  adverted  to  the  case  of  the  gas  and 
water  companies,  among  which,  thongh  perfect  freedom  is 
allowed  to  competition,  none  really  takes  place,  and  practi- 
cally tbey  are  tbmid  to  be  even  more  irresponsible,  and  un- 
approachable by  individual  complaints,  than  the  govern- 
ment. There  are  the  expenses  without  the  advantages 
oi'  plurality  of  agency ;  and  the  charge  made  for  services 
which  cannot  be  dispensed  with,  is,  in  substance,  quite  as 
much  compulsory  taxation  as  if  imposed  by  law :  there  are 
tew  householders  who  make  any  distinction  between  their 
"  water  rate  "  and  their  other  local  taxes.  In  the  case  of 
tliese  particular  services,  the  reasons  preponderate  in  favour 
of  their  being  performed,  like  the  paving  and  cleansing  of 
the  streets,  not  certainly  by  the  general  goverament  of  the 
state,  but  by  the  municipal  authorities  uf  tlie  town,  and  the 
expense  defrayed,  as  even  now  it  in  fact  is,  by  a  local  rate. 
But  in  the  many  analogons  causes  which  it  is  best  to  resign 
to  vohmtajy  agency,  tlie  community  needs  some  other  se- 
curity for  the  fit  performance  of  the  ser\-ice  than  the  inter- 
est of  the  managers ;  and  it  is  the  part  of  government, 
either  to  subject  the  business  to  reasonable  conditions  for 
the  general  advantage,  or  to  retain  such  power  over  it,  that 
the  pnjfits  of  the  monopoly  may  at  least  be  obtained  for  the 
public.  This  applies  to  the  case  of  a  road,  a  canal,  or  a 
railway.  These  are  always^  in  a  great  degree,  practical 
monopolies  ;  and  a  government  which  concedes  such  inono- 
poly  unreservedly  to  a  private  company,  does  much  tlie 
same  thing  as  if  it  allowed  an  individual  or  an  association 
to  levy  any  tax  they  chose,  for  their  own  benefit,  on  all  the 
malt  produced  in  the  country,  or  on  all  the  cotton  imported 
into  it.  To  make  the  concession  for  a  limited  time  is  gen- 
erally jnstifiablo,  on  the  principle  which  justifies  patents  for 


inventions :  but  the  state  should  eitlier  reserve  to  it&elf  a 
reversionary  property  in  sucU  public  -works,  or  should  re- 
tain, and  freely  exercise,  the  right  of  fixing  a  niaxiiuuiii  of 
fares  and  charges,  and,  from  time  to  time,  varying  that  max- 
imum. It  is  perhaps  necessai-y  to  remark  that  the  state 
may  be  the  proprietor  of  canals  or  railways  without  itself 
working  thctn  ;  and  that  they  will  almost  always  be  better 
worked  by  means  of  a  company,  renting  the  railway  or 
canal  for  a  limited  period  from  the  state. 


M 


§  13.    To  a  fourtli  cause  of  exception  I  must  request 

particnlar  attention,  it  being  one  to  which,  as  it  appears  to 
me,  the  attention  of  political  economists  has  not  yet  been 
sufficiently  drawn.  There  are  matters  in  which  the  inter- 
ference of  law  is  required,  not  to  overrule  the  judgment  of 
individuals  respecting  their  own  interest,  but  to  give  effect 
to  that  judgment ;  they  being  nnable  to  give  effect  to  it  ex- 
cept by  concert,  which  concert  again  cannot  be  effectual 
unless  it  receives  validity  and  sanction  from  the  law.  For 
illustration,  and  without  prejudging  the  particular  point,  I 
may  advert  to  the  question  of  diminishing  the  hours  of  la- 
bour. Let  us  suppose,  what  is  at  leaat  supposable,  whether 
it  be  the  fact  or  not — that  a  general  reduction  of  the  houra 
of  factory  labour,  say  from  ten  to  nine,  would  be  for  the  ad- 
vantage of  the  workpeople  :  that  they  would  receive  as  liigh 
wages,  or  nearly  as  high,  for  nine  hours  labour  as  thuy  re- 
ceive for  ten.  If  this  woidd  be  tlie  result,  and  if  the  opera- 
tives generally  are  convinced  that  it  would,  the  limitation, 
some  nmy  say,  will  be  adopted  spontaneously.  I  answer, 
that  it  will  not  be  adopted  unless  the  body  of  operatives 
bind  themselves  to  one  another  to  alnde  by  it.  A  work- 
man who  refused  to  work  more  than  nine  hours  while  there 
were  others  who  worked  ten,  would  either  not  be  employed 
at  all,  or  if  employed,  must  submit  to  lose  one-tenth  of  his 
wages.  However  convinced,  therefore,  he  may  be  that  it 
13  the  interest  of  the  class  to  work  short  time,  it  is  contrary 
to  his  own  interest  to  set  the  example,  unless  ho  is  well  as- 
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fiiired  tliat  all  or  moBt  others  will  follow  it.  But  suppose  a 
general  agreement  of  the  whole  class:  might  not  tliis  be 
etfectnal  without  the  eant-tion  of  law  ?  Not  uuIl'ss  enforced  h}' 
opinion  with  a  rigcmr  practically  equal  to  that  of  law.  For 
however  beneficial  the  observance  of  the  regulation  might 
be  to  the  class  collectively^  the  immediate  interest  of  every 
individual  would  lie  in  violating  it:  ai»l  the  more  numerous 
th(fse  were  who  adhered  to  the  nile,  the  more  would  indi- 
viduals gain  by  departing  from  it,  If  nearly  all  restricted 
themselves  to  nine  hours,  those  wlio  diotte  to  work  for  ton 
■would  gain  all  the  advantage  of  the  restriction,  together 
with  the  profit  of  infringing  it;  they  would  get  tt'n  hours 
wages  for  nine  hours  work,  and  an  hour's  wages  besides.  I 
grant  that  if  a  large  majority  adhered  to  the  nine  hours, 
there  would  he  no  harm  done :  the  benefit  would  be,  in  the 
main,  secured  to  the  class,  while  those  individuals  who  pre- 
ferred to  work  harder  and  cam  more,  woidd  have  an  oppor- 
tunity of  doing  so.  This  certainly  would  be  the  state  of 
things  to  be  wished  for ;  and  asfiuming  that  a  reduction  of 
houj-s  without  any  diminution  of  wages  could  take  place 
without  expelling  the  commodity  from  some  of  its  markets 
— which  is  in  every  particular  instance  a  question  of  fact, 
not  of  princi]>lc — the  manner  in  which  it  Mould  be  most 
desirable  that  this  effect  should  he  brought  about,  would  be 
by  a  quiet  change  in  the  general  custom  of  the  trade  ;  short 
hours  beeomiiig,  by  spontaneous  choice,  the  general  jjrac- 
tice,  hut  those  who  chose  to  deviate  from  it  having  the  full- 
est liberty  to  do  so.  Probably,  however,  so  many  would 
prefer  the  ten  hours  work  on  the  improved  terms,  that  the 
h'mitation  could  not  be  maintained  as  a  general  practice : 
what  some  did  from  choice,  otliers  would  soon  be  obliged 
to  do  from  ueceesity,  and  those  who  had  chosen  long  hours 
for  the  sake  of  increased  wages,  would  be  forced  in  the  end 
to  work  long  hours  for  no  greater  wages  than  before.  As- 
suming then  that  it  really  would  be  the  interest  of  each  to 
work  only  nine  hours  if  he  could  be  assured  that  all  others 
would  do  (he  same,  there  might  be  no  means  of  their  attain- 
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ing  thiB  object  but  by  converting  their  Buppofeed  mutual 
agreement  into  an  engagement  under  penalty,  by  consent- 
ing to  have  it  enforced  by  law.  I  am  not  expressing  any 
opinion  in  favour  of  sneh  an  enactment,  which  has  never 
been  demanded,  and  which  I  certainly  should  not,  iu  pres- 
ent ciremn stances,  recommend  ;  but  it  Berves  to  exemplify 
the  manner  in  which  classes  of  persons  may  need  the  assist- 
ance of  hiw,  to  give  effect  to  their  deliberate  collective  opin- 
ion of  theii'  own  uiterest,  by  affording  to  every  individual  a 
guarantee  that  his  competitors  will  pursue  the  same  course, 
without  which  he  cannot  safely  adopt  it  himself. 

Another  exemplification  of  the  same  princii>le  is  afforded 
by  what  ia  known  as  the  Waketieh]  syntem  of  colonization. 
This  system  is  gi'ounded  on  tlie  important  principle,  that 
the  degree  of  productiveness  of  land  and  labour  depends  on 
their  being  in  a  due  proportion  to  one  another ;  that  if  a 
few  persona  in  a  newly-settled  conntiy  attempt  to  occupy 
and  appropriate  a  large  district,  or  if  each  labourer  becomes 
too  soon  an  occupier  and  cultivator  of  land,  there  is  a  loss 
of  productive  power,  and  a  great  retardation  of  tbe  progress 
of  the  colony  in  wealth  and  civilization  :  ,that  nevertheless 
the  instinct  (as  it  may  almost  be  called)  of  appropriation, 
and  the  feelings  associated  in  old  countries  with  landed  pi-o- 
prietorship,  induce  almost  every  emigrant  to  take  posseesion 
of  as  much  laud  as  he  has  the  means  of  acquiring,  and  every 
labourer  to  become  at  once  a  proprietor,  cultivating  his  own 
land  with  no  other  aid  than  that  of  his  family.  If  this  pro- 
pensity to  the  immediate  possession  of  lantl  could  be  in  some 
degree  restrained,  and  each  labourer  iuduccd  to  work  a  cer- 
tain number  of  ycai-s  on  hire  before  he  became  a  landed 
proprietor,  a  perpetual  stock  of  hired  labourers  could  be 
maintained,  available  for  roads,  canals,  works  of  in-igation, 
ifcc.,  and  for  the  establishment  and  can-ylng  on  of  the  differ- 
ent branches  of  town  industry  ;  whereby  the  labourer,  when 
he  did  at  last  become  a  landed  proprietor,  would  find  his 
land  much  more  vahiable,  through  access  to  markets,  and 
facility  of  obtaining  hired  labour.     Mi".  "Wakefield  therefore 
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proposed  to  obecV  the  premature  occupation  of  land,  and 
dispersion  of  tlie  people,  by  putting  upon  all  unappropriated 
lands  a  ratlier  liigli  price,  the  proceeds  of  which  wi;re  to  be 
expended  in  conveying  emigi*aut  labourers  from  the  mother 
country. 

This  salutary  provision,  however,  has  been  objected  to, 
in  the  uame  and  on  the  authority  of  what  was  represented 
as  thu  great  principle  of  political  economy,  that  individuals 
are  the  best  judges  of  their  own  interest.  It  was  said,  that 
when  things  are  left  to  themselves,  land  is  appropriated  and 
ot:cupied  by  the  spontaneous  choice  of  indiWduals,  in  the 
(|uantitics  and  at  the  times  most  advantageous  to  each  per- 
son, and  tlierefore  to  tlie  community  generally ;  and  that  to 
interpose  artificial  obstacles  to  their  obtaining  land,  is  to 
prevent  tliem  from  adopting  the  conrse  which  in  their  own 
judgment  is  most  beneficial  to  them,  from  a  self-conceited 
notion  of  the  legislator,  that  he  knows  what  is  most  for  their 
interest,  better  than  they  do  themselves.  Now  this  is  a 
complete  misunderstanding,  either  of  the  system  itself,  or  of 
the  principle  with  which  it  is  alleged  to  conflict.  Tlie*over- 
sight  is  similar  to  that  which  wc  have  just  seen  exemplified 
on  the  subject  of  hours  of  labour.  However  beneficial  it 
miglit  be  to  the  colony  in  the  aggregate,  and  to  each  indi- 
vidual composing  it.  that  no  one  should  occupy  more  land 
than  he  can  properly  cultivate,  nor  become  a  proprietor 
until  there  are  other  labourers  ready  to  take  his  place  iu 
working  for  hire;  it  can  never  be  the  interest  of  an  individ- 
ual to  exercise  this  forbearance,  unless  he  is  assured  that 
others  will  do  so  too.  Surrounded  by  settlers  who  have 
each  their  thousand  acres,  how  is  ho  benefited  by  restricting 
himself  to  fifty  ?  or  what  does  a  labourer  gain  by  deferring 
the  acquisition  altogether  for  a  few  years,  if  all  otlier  labourer* 
rush  t(t  c'(mvert  their  first  earnings  into  estates- in  the  wilder- 
uesa,  several  miles  apart  from  one  another?  If  tliey,  b> 
seizing  on  land,  prevent  t!ie  formation  of  a  class  of  labourers 
for  wages,  he  will  not,  by  postponing  the  time  of  his  he- 
coming  a  proprietor,  be  umiblcd  to  employ  the  land  with 
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any  greater  advantiige  wlien  he  does  obtain  it ;  to  wimt  end 
therefore  should  he  place  Iiimself  in  what  will  appear  to  him 
and  others  a  position  of  inferiority,  by  remaining  a  hired 
labourer  when  all  aruiiud  him  arc  proprietor?  It  is  the 
interest  of  each  to  do  what  is  good  for  all,  but  only  if  others 
mil  do  likewise. 

TJie  principle  that  each  ia  the  best  judge  of  his  owu  in- 
terest, understood  as  these  objectoi"s  understand  it,  would 
prove  that  governments  ought  not  to  ftilfil  any  of  their 
acknowledged  duties — ought  not,  in  fact,  to  exist  at  all.  It 
is  greatly  the  interest  of  the  community,  eoUectirely  and 
individually,  not  to  rob  or  defraud  one  another :  but  there 
is  not  the  less  necessity  for  laws  to  punish  robbery  and 
fraud  ;  because,  thongh  it  is  the  interest  of  ench  that  nobody 
should  rob  or  clieat,  it  is  not  any  one's  interest  to  refrain 
from  robbing  and  cheating  others  when  all  others  are  per- 
mitted to  rob  and  cheat  him.  Penal  laws  exist  at  all, 
cliiefly  for  this  reason,  because  even  an  unanimous  opinion 
that  a  certain  line  of  conduct  is  for  the  general  interest,  does 
not  always  make  it  people's  individual  interest  to  adhere  to 
that  line  of  conduct. 

§  13.  Fifl^hly  ;  the  argument  against  government  inter- 
ference grounded  on  the  maxim  that  individuals  are  the 
best  judges  of  their  own  interest,  cannot  apply  to  the  very 
large  class  of  eases,  in  which  those  acts  of  individuals  with 
which  the  government  claims  to  interfere,  are  not  done  by 
those  individnale  for  their  own  interest,  but  for  the  interest 
of  other  people.  Tliis  Includes,  among  other  things,  the 
important  and  much  agitated  subject  of  pubhc  charity. 
Though  individuals  should,  in  general,  be  left  to  do  fof 
themselves  whatever  it  can  reasonably  be  expected  that  they 
should  be  capable  of  doing,  yet  when  they  are  at  any  rate 
not  to  be  left  to  themselves,  but  to  be  helped  by  other 
people,  the  question  arises  wliether  it  is  better  tliat  they 
should  receive  this  help  exclusively  from  individuals,  and 
therefore   uncertainly  and  casually,  or  by  systematic  ar- 
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raugemeiits,  in  wLicb  society  acts  through  its  organ,  the 
Btate. 

This  brings  ob  to  the  euhject  of  Poor  Laws;  a  subject 
wliich  would  be  of  very  minor  importance  if  the  habits  of 
all  classes  of  the  people  were  temperate  and  pnident,  and  the 
(.lifl'usion  of  property  satiefactory ;  but  of  the  gi-eatcst  mo- 
ment in  a  state  of  things  so  much  the  reverse  of  this,  in  both 
points,  as  that  which  the  British  islands  present. 

Apart  from  any  metapliysical  considerations  respecting 
the  foiindation  of  morals  or  of  the  social  union,  it  will  be 
admitted  to  be  right  that  human  beings  should  help  one  an- 
other ;  and  the  more  so,  in  jjroportion  to  the  urgency  of  the 
need  :  and  none  needs  help  so  urgently  as  one  who  is  starv- 
ing. The  claim  to  help,  therefore,  created  by  destitution, 
18  one  of  the  strongest  which  can  exist ;  and  there  iBpnmd 
facie  the  amplest  reason  for  making  the  relief  of  so  extreme 
an  exigency  as  certain  to  those  who  require  it,  afi  by  any 
aiTangemcnts  of  society  it  can  be  made. 

On  the  other  hand,  in  all  cases  of  helping,  there  are  two 
sets  of  consequences  to  be  considered ;  the  consequences  of 
the  assistance  itself,  and  the  consequences  of  relying  on  the 
assistance*  The  former  are  generally  beneficial,  but  the 
latter,  for  the  most  part,  injurious ;  so  much  so,  in  many 
cases,  as  greatly  to  outweigh  the  value  of  the  benefit.  And 
this  is  never  more  likely  to  happen  than  in  the  very  cases 
whei'e  the  need  of  help  is  the  most  intense.  There  are  few 
things  for  which  it  is  more  miscliievous  that  people  should 
rely  on  the  habitual  aid  of  others,  than  for  the  means  of  sub- 
sistence, and  unhappily  there  is  no  lesson  which  tliey  more 
easily  learn.  Tlie  problem  to  be  solved  is  therefore  one  of 
peculiar  nicety  as  well  as  importanoe ;  how  to  give  the 
greatest  amount  of  needful  help,  with  the  smallest  encour- 
atrement  to  undue  reliance  on  it. 

Energy  and  self-dependence  are,  however,  liable  to  bo 
impaired  by  the  absence  of  help,  as  well  as  by  its  cxccse. 
It  is  even  more  fatal  to  exertion  to  have  no  hope  of  succeed- 
ing by  it,  than  to  be  assured  of  succeeding  without  it.     "Wlieu 
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the  condition  of  any  one  is  so  disastrous  that  his  enerjpes  are 
paralyzed  by  discouragement,  assistance  is  a  tonic,  liot  a 
sedative :  it  braces  instead  of  deadening  the  active  faculties : 
always  provided  that  the  assistance  is  not  such  as  to  di8p<^nse 
with  self-help,  by  substituting  itself  for  the  pei-son^s  own 
labour,  skill,  and  prudence,  but  is  limited  to  afibrdiug  him  a 
better  hope  of  attaining  success  by  those  legitimate  means. 
This  accordingly  is  a  test  to  which  all  plans  of  jihilanthropy 
and  benevolence  should  be  brought,  whether  intended  for 
the  benefit  of  individuals  or  of  classes,  and  whether  con- 
ducted on  the  voluntary  or  on  the  government  principle. 

Li  so  far  as  the  subject  admits  of  any  general  doctrine 
or  maxim,  it  would  appear  to  be  tlxia — that  if  assistance  is 
given  in  such  a  manner  that  the  condition  of  the  person 
helped  is  as  desirable  as  that  of  the  person  wlio  succeeds 
in  doing  the  same  thing  without  help,  the  assistance,  if  ca^ 
pable  of  being  previously  calculated  on^  is  raischievotts ;  but 
if,  while  available  to  everybody,  it  leaves  to  every  one  a 

I  strong  motive  to  do  withont  it  if  he  can,  it  is  then  for  the 
most  part  beneficial.    This  principle,  applied  to  a  system 

^  of  public  charity,  is  that  of  the  Poor  Law  of  1834.  If  the 
condition  of  a  person  receiving  relief  is  made  as  eligible  as 
that  of  the  labourer  who  supports  himself  by  his  own  exer- 
tions, the  system  strikes  at  tlie  root  of  all  inilividual  industry 
and  self-government ;  and,  if  fully  acted  up  to,  would  re- 
(piire  as  its  supplement  an  organized  system  of  coui]>nlsion, 
for  governing  and  setting  to  work  like  cattk\  those  who  had 
been  removed  from  the  influence  of  the  motives  tliat  act  on 
hnman  beings.  But  if,  consistently  with  guaranteeing  all 
pei*sons  against  absolute  want,  the  condition  of  those  who 
are  supported  by  legal  charity  can  he  kept  considerably 
less  desirable  than  the  condition  of  those  who  find  support 
for  themselves,  none  but  beneficial  consequences  can  arise 
from  a  law  which  renders  it  impossible  for  any  person,  ex- 
cept by  his  own  choice,  to  die  from  insufficiency  of  food. 
That  in  England  at  least  this  supposition  <!an  be  rt^nlized, 
is  proved  by  the  experience  of  a  long  period  pi'eceding  the 
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close  of  the  last  ccntnrT,  as  well  as  by  that  of  many  highly 
panperized  districts  in  more  recent  times,  which  have  been 
dispanperized  by  adopting  strict  rules  of  jx>or-law  adminie- 
tration,  to  the  great  and  permanent  benefit  of  the  whole 
labouring  class.  Tliere  is  probably  no  country  in  which,  by 
varj'ing  the  means  suitably  to  the  character  of  the  people,  a 
legal  provision  for  the  destitute  might  not  be  made  compat- 
ible with  the  observance  of  the  conditions  necessary  to  its 
being  innocuous. 

Sulxject  to  these  conditions,  I  conceive  it  to  be  highly 
desirable,  that  the  ccrtamty  of  subsistence  should  be  held 
out  by  law  to  the  destitute  able-bodied,  rather  than  that 
their  relief  should  depend  on  voluntary  charity.  In  the  first 
place,  charity  almost  always  does  too  much  or  too  little ;  it 
lavishes  its  bounty  in  one  place,  and  leaves  people  to  starve 
in  another.  Secondly,  since  the  state  must  neeessarily  pro- 
vide subsistence  for  the  criminal  poor  while  undergoing 
punishment,  not  to  do  the  same  for  the  poor  who  have  not 
offended  is  to  give  a  premium  on  crime.  And  lastly,  if  the 
poor  are  left  to  individual  charity,  a  vast  amotint  of  men- 
dicity is  inevitable.  ^Vliat  the  state  may  and  should  aban- 
<lon  to  private  charity,  is  the  task  of  distinguishing  between 
one  case  of  real  necessity  and  another.  Private  charity  can 
give  more  to  the  more  deserving.  The  sti\te  must  act  by 
general  rules.  It  cannot  undertake  to  discriminate  between 
the  deserving  and  the  undeserving  indigent.  It  owes  no 
more  than  subsistence  to  the  first,  and  can  give  no  less  to 
the  last.  What  is  said  about  the  injustice  of  a  law  which 
has  no  better  treatment  for  the  merely  unfortunate  poor  than 
for  the  ill-conducted,  is  founded  on  a  misconception  of  the 
province  of  law  and  public  authority.  The  dispensers  of 
piil>Ut  relief  have  no  business  to  be  inquisitors.  Guardians 
and  overseers  are  not  fit  to  be  trusted  to  give  or  withhold 
other  people*s  money  according  to  their  verdict  on  the 
morality  of  the  person  soliciting  it;  and  it  would  show 
much  ignorance  of  tlie  ways  of  mankind  to  suppose  that 
such  persons,  even  in  the  almost  impossible  case  of  their 
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being  qualified,  'will  take  the  trouble  of  ascertaining  and 
sifting  t!»e  past  conduct  of  a  person  in  distress,  bo  as  to  fonn 
a  rational  judgment  on  it.  Private  charity  can  make  these 
distinctions  ;  and  in  bestowing  its  own  money,  is  entitled  to 
do  BO  according  to  its  own  judgment.  It  should  understand 
that  this  is  its  peculiar  and  appropriate  province,  and  that 
it  IS  commendable  or  the  contrary,  as  it  exercises  the  func- 
tion with  more  or  less  discernment.  But  the  administrators 
of  a  public  fund  ought  not  to  be  required  to  do  more  for 
anybody,  than  that  minimum  which  is  due  even  to  the 
woi*st.  If  they  are,  tlie  indulgence  very  speedily  becomes 
the  rule,  and  refusal  the  more  or  less  capricious  or  tyraimical 
exception. 

f  14.  Another  class  of  cases  which  fall  within  the  same 
general  principle  as  the  case  of  public  charity,  are  those 
in  which  the  acts  done  by  individuals,  though  intended 
solely  for  their  own  benefit,  involve  consequences  extending 
indefinitely  beyond  them,  to  interests  of  the  nation  or  of 
pristerity,  for  which  society  in  its  collective  capacity  is  alone 
able,  and  alone  bound,  to  provide.  One  of  these  cases  is 
that  of  Colonization.  If  it  is  desirable,  as  no  one  will  deny 
it  to  be,  that  the  planting  of  colonies  should  be  conducted, 
not  with  an  exclusive  view  to  the  private  interests  of  the 
first  founders,  but  with  a  deliberate  regard  to  the  permanent 
welfare  of  the  nations  afterwards  to  arise  from  these  small 
beginnings ;  such  regard  can  only  be  secured  by  placing 
the  enterprise,  from  its  commencement,  under  regulations 
constructed  with  the  foresight  and  enlarged  views  of  philo- 
sophical legislators ;  and  the  government  alone  has  power 
either  to  frame  such  regulations,  or  to  enibree  their  obser- 
vance. 

Tlie  question  of  government  intervention  in  the  work  of 
Colonization  involves  tlie  future  and  permanent  interests  of 
civilization  itself,  and  far  outstretches  the  comparatively 
narrow  limits  of  ])Urely  economical  considerations.  But 
even  with  a  view  to  those  considerations  alouc,  the  removal 
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of  population  from  tbe  overcrowded  to  the  unoccupied  parts 
of  the  earth's  snrface  is  one  of  those  works  of  eminent  social 
usefulness,  which  most  require,  and  which  at  the  same  time 
best  repay,  the  intervention  of  government. 

To  appreciate  the  benefits  of  colonization,  it  slionld  be 
considered  in  its  relation,  not  to  a  single  country,  but  to  the 
collective  economical  interests  of  the  human  race.  The 
question  is  in  general  treated  too  exclnsively  as  one  of  dis- 
tributiou ;  of  relieving  one  labour-market  and  supplying 
another.  It  is  this,  but  it  is  also  a  question  of  production, 
and  of  the  most  efficient  employment  of  the  productive 
resources  of  tlie  world.  Much  lias  been  said  of  the  good 
economy  of  importing  commodities  fi'om  the  place  whei-el 
tliey  can  be  bought,  cheapest ;  while  the  good  economy  of 
producing  thorn  where  they  can  be  produced  cheapest,  is 
comparatively  little  tliought  of.  If  to  carry  consumablftl 
goods  from  the  places  where  they  are  superabundant  to 
tliose  where  they  are  scarce,  is  a  good  peeuuiai-y  speculation, 
is  it  not  an  equally  good  speculatiou  to  do  the  same  thing 
witli  regard  to  labour  antl  instruments  ?  The  exportation 
of  labourers  and  capital  from  old  to  new  countries,  from  a 
place  where  their  productive  power  is  less,  to  a  place  where 
it  is  greater,  increases  by  so  much  the  aggregate  produce  of 
the  labour  and  capital  of  tbe  world.  It  adds  to  the  joint 
wealth  of  the  old  and  the  new  country,  what  amounts  in  a 
short  period  to  many  times  the  mere  cost  of  effectiug  the 
transport.  Tliere  needs  be  no  hesitation  in  affirming  that 
Colonization,  in  the  present  state  of  the  world,  is  the  beat 
affiiir  of  business,  in  which  the  capital  of  an  old  and  wealthy 
country  can  engage. 

It  is  equally  obvious,  however,  that  Colonization  on  a 
great  scale  can  be  undertaken,  as  an  ail'air  of  business,  only 
by  tlie  government,  or  by  some  combination  of  individuals 
in  complete  understanding  with  the  government ;  except 
under  such  very  peculiar  circumstances  as  those  which  suc- 
ceeded the  Irish  famine.  Emigration  on  the  voluntary 
principle  rarely  has  any  material  influence  jn  lightening  the 
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pressure  of  population  iu  the  old  country,  thaugli  as  far  as 
it  goes  it  is  doubtless  a  benefit  to  the  eolony.  Tlioeu  labour- 
ing persona  who  voluntarily  emigrate  are  seldom  the.  very 
poor ;  they  are  small  farmers  with  Bomo  little  capitalj  or 
labourers  who  have  saved  something,  and  who,  in  removing 
only  their  own  labour  from  the  crowded  labour-market, 
withdraw  from  the  capital  of  tlio  country  a  fund  which 
maintained  and  employed  more  labourers  than  themselves. 
Besides,  this  ))ortiou  of  the  community  is  so  limited  in 
number,  that  it  might  be  removed  entirely,  without  making 
any  sensible  imjiression  upon  the  numbers  of  the  population, 
or  even  upon  the  annual  increase.  Any  considerable  emi- 
gration of  labour  is  only  practicable,  when  its  cost  is  defray- 
ed, or  at  least  advanced,  by  others  than  the  emigrants  them- 
selves. Who  then  is  to  advance  it?  Naturally,  it  may  be 
said,  the  capitalists  of  the  colony,  who  require  the  labour, 
and  who  intend  to  employ  it.  But  to  this  there  is  the 
obstacle,  that  a  capitalist,  after  going  to  the  expense  of 
carrying  out  labourers,  has  no  security  that  he  shall  be  the 
person  to  derive  any  benefit  i'roui  them.  If  all  the  capitalists 
of  the  colony  were  to  combine,  and  bear  the  expense  by  sub- 
scription, thoy  wonld  still  have  no  security  that  the  lal)Ourer8, 
when  there,  would  continue  to  work  for  them.  After  work- 
ing for  a  short  time  and  earning  a  few  pounds,  they  always, 
unless  prevented  by  the  government,  squat  on  uimccupied 
land,  and  work  only  for  themselves.  The  experiment  has 
t>een  repeatedly  tried  whether  it  was  possible  to  enforce 
contracts  for  labour,  or  the  repayment  of  the  passage-money 
of  emigrants  to  those  who  advanced  it,  and  the  trouble  and 
expense  have  always  exceeded  tlie  advantage,  llie  only 
other  resource  is  the  voluntary  contributions  of  parishes  or 
individuals,  to  rid  themselves  of  surplus  labourers  who  are 
already,  or  who  are  likely  to  become,  locally  chargeable  on 
the  poor-rate.  Were  this  speculation  to  become  general,  it 
might  2»roduce  a  sutRcient  amount  of  emigration  to  clear  off 
the  existing  unemployed  popidatiun,  but  nut  to  raise  the 
wages  of  the  employed  :  and  the  same  thing  would  requiio 
to  bo  done  ovvr  Again  in  less  t\iau  a.Tio\\i»it  ^vi\vviV6.v\<iXi. 
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One  of  the  principal  reasons  why  Colonization  elionld  be 
a  national  nndertaking,  is  that  in  this  manner  alone,  save  in 
highly  exceptional  cases,  can  emigration  be  selt'-supporting. 
The  exportation  of  capital  and  labour  to  a  new  country  being, 
as  before  observed,  one  of  the  best  of  all  affaire  of  business, 
it  is  absurd  that  it  should  not,  like  other  aft'airs  of  business, 
repay  its  own  expenses.  Of  the  great  addition  which  it  makes 
to  the  produce  of  the  world,  there  can  Ijc  no  reason  why  a 
sufficient  portion  should  not  be  intercepted,  and  employed  in 
reimbursing  tlie  outlay  incurred  in  effecting  it.  For  reasons 
already  given,  no  individual  or  body  of  individuals,  can  reim- 
burse themselves  for  the  expense ;  the  governu'cnt,  however, 
can.  It  can  take  from  the  annual  increase  of  wealth,  caused 
by  the  emigration,  the  fraction  which  suffices  to  repay  with 
inrerest  what  the  emigration  has  cost.  The  expenses  of  emi- 
gration to  a  colony  ouglit  to  he  borne  by  the  colony ;  and 
this,  in  general,  is  only  possible  when  they  are  borne  by  the 
colonial  goveniment. 

Of  tlte  modes  in  which  a  fund  for  the  support  of  coloni- 
zation can  be  raised  in  the  colony,  none  is  comparable  in 
advantage  to  that  wliich  was  first  snggested,  and  has  since 
been  so  ably  and  perseveriugly  advocated,  by  Mr.  Wake- 
field :  the  plan  of  putting  a  price  on  all  unoccupied  land, 
and  devoting  the  proceeds  to  emigration.  Tlie  unfoundwl 
and  pedantic  objections  to  this  plan  have  been  answered  in 
a  former  part  of  this  chapter  :  we  have  now  to  speak  of  its 
advantages.  First,  it  avoids  the  difficulties  and  discontents 
incident  to  raising  a  large  annual  amount  by  taxation  ;  a 
thing  which  it  is  almost  useless  to  attempt  with  a  scattered 
population  of  settlers  in  tlie  wilderness,  who,  as  experience 
jjroves,  can  seldom  be  compelled  to  pay  direct  taxes,  except 
at  a  cost  exceeding  their  amount ;  while  in  an  infant  com- 
munity indirect  taxation  soon  reaches  its  limit.  Tlie  sale 
of  lands  is  thus  by  far  the  easiest  mode  of  raising  the  requi- 
site funds.  But  it  has  other  and  still  greater  recommeuda- 
tion6.  It  is  a  benoficiul  check  upon  the  tendency  of  a  popu- 
]fition  of  colonists  to  ado^t,  the  tastes  and  inclinations  of 
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savage  life,  and  to  disperee  so  widely  as  to  lose  all  the 
advantaffea  of  commerce,  of  marketa,  of  scparatiou  of  em- 
plovments,  and  combination  of  labour.  By  making  it  neces- 
sary for  those  who  emigrate  at  the  expense  of  the  fimd,  to 
earn  a  conBiderable  sum  before  they  can  become  landed 
propietoi-s,  it  keeps  up  a  perpetual  succession  of  labourers 
tor  hire,  who  in  every  country  are  a  most  important  auxil- 
iary even  to  peasant  proprietors':  and  by  diminishing  tbe 
eagerness  of  agricultural  sp^jculatore  to  add  to  tlieir  domain, 
it  keeps  the  eettlera  within  reach  of  each  other  for  purposes  of 
co-operation,  arranges  a  numerous  body  of  them  within  easy 
distance  of  each  centi-e  of  foreign  commerce  and  non-agricul- 
tural industry,  and  ensures  the  fonnation  and  rapid  growth 
of  towns  and  town  pi*oducts.  This  concentration,  compared 
with  the  dispersion  whicli  uniformly  occurs  when  unoccupied 
land  can  be  had  for  nothing,  greatly  accelerates  the  attain- 
ment of  prosperity,  and  enlarges  the  fund  which  may  be 
drawn  upon  for  further  emigration.  Before  the  adoption 
of  the  Wakefield  system,  the  early  years  of  all  new  colonies 
were  full  of  hardsliip  and  difficulty  :  the  last  colony  founded 
on  the  old  principle,  the  Swan  River  settlement,  being  one 
of  the  most  characteristic  instances.  In  all  subsequent  colo- 
nization, the  Wakefield  principle  has  been  acted  upon, 
though  imperfectly,  a  part  oply  of  the  proceeds  of  the  sale 
of  land  being  devoted  to  emigration  :  yet  wherever  it  has 
been  introduced  at  all,  as  in  South  Australia,  Victoria,  and 
Kew  Zealand,  the  restraint  put  upon  the  dispersion  of  the 
settlers,  and  the  influx  of  capital  caused  by  the  assurance  of 
being  able  to  obtain  hired  labour,  has,  in  spite  of  many  ditfi- 
culties  and  much  mismanagement,  produced  a  suddenness 
and  rapidity  of  prosperity  more  like  fable  than  reality.* 

*  The  objections  wbich  have  been  made,  with  ao  ciuch  rirulence^  in  8onie  of 
iheac  coloniea,  to  the  Wahefielii  system,  ajiply,  in  so  far  as  Ihty  have  any  Tuliti- 
ity,  UDt  to  the  principle,  but  to  some  provisions  which  are  no  part  of  the  eystem, 
and  havu  been  most  unneceasarily  and  improperly  engrafted  on  it;  such  as  the 
oflering  only  a  limited  quantity  of  knd  fur  sale,  and  that  by  aaction,  and  in  lou 
of  not  lufld  than  640  acres,  instead  of  selling  all  land  which  U  oekcd  for,  uud 
allowing  to  the  buyer  unUmlicd  freedom  of  choice,  both  oi  to  quantity  and  aitufr- 
Uou,  at  u  fijLcd  price. 
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The  self-finpporting  system  of  colonizatioa,  once  c»tab- 
liehcd,  would  increase  in  efficiency  every  year ;  its  effect 
would  ten'i  to  inercii^  in  ge«'»nietri<yil  progreAeien :  for  sdnce 
every  able-^MKlied  emigrant,  until  the  country  is  fully  peo- 
ple*],  a'ldti  in  a  verj'  short  time  to  ita  wealtli,  ovei-  and  above 
iiirt  own  consaniption,  as  much  as  wo^jld  defray  the  expense 
of  hnxifpng  out  another  emigrant,  it  follow*  tliat  the  greater 
the  ninnber  already  sent,  thb  greater  number  might  continue 
to  be  sent,  each  emigrant  Inying  the  foundation  of  a  succes- 
sion of  other  emigrants  at  short  intervals  without  fiesh 
expense,  until  the  colony  is  filled  up.  It  would  therefo:-e  be 
worth  while,  to  the  moiher  coimtry,  to  accelerate  tin*  early 
stages  of  this  progression,  by  loans  to  tlie  colonfes  for  the 
purpose  of  emigration,  repayable  from  the  fund  Tormed  by 
the  sales  of  land.  In  thus  a<lvancing  the  nieau&  of  accom- 
]»lisbing  a  large  immediate  emigration,  it  would  be  investing 
that  amount  of  capital  in  the  mode,  of  all  others,  most  bene- 
ficial to  the  colony ;  and  the  labour  and  savings  of  these 
emigrants  would  hasten  the  period  at  which  a  large  sum 
would  be  available  from  sales  of  land.  It  would  be  neces- 
sary, in  order  not  to  overstock  the  labour-market,  to  act  in 
concert  with  the  persons  disposed  to  remove  their  own  cap- 
ital to  the  colony.  The  knowledge  that  a  large  amount  of 
hired  labour  would  be  available,  in  so  productive  a  field  of 
employment,  would  ensure  a  large  emigration  of  capital  from 
a  country,  like  England,  of  low  profits  and  rapid  accumula- 
tion :  and  it  would  only  1)0  necessary  not  to  send  out  a 
greater  number  of  labourers  at  one  time,  than  this  capital 
could  absorb  and  employ  at  liigli  wages. 

Inasmuch  as,  on  this  system,  any  given  amount  of  expen- 
diture, once  iucuiTed,  would  provide  not  merely  a  single 
emigration,  but  a  perpetually  flowing  stream  of  emigrants, 
whicli  would  increase  in  breadth  and  depth  as  it  flowed  on ; 
thiB  mode  of  relieving  overpopulation  has  a  recommendation, 
not  poBBessed  by  any  other  plan  ever  proposed  for  making 
head  against  the  consequences  of  increase  without  restrain- 
ing the  increase  itself :  there  is  an  element  of  indefiniteucss 


UillTS  OK  THE  PROVINCE  OF  GOVERNMENT. 


609 


in  it ;  no  one  can  pcri'ectly  foresee  how  far  its  influence,  as  a 
vent  tor  surplua  population,  might  jjoesiblj  reach.     There  is 

hence  the  strongest  ohligiition  on  tlie  government  of  a  coun- 
try like  onr  own,  with  a  crowded  popnlation,  and  niioccu- 
picd  continents  under  its  command,  to  build,  as  it  were,  and 
keep  open,  a  bridge  from  the  mother  country  to  those  con- 
tinents, by  establishing  the  self-snpporting  system  oi' coloniza- 
tion on  such  a  scale,  that  as  great  an  amount  of  emigration  as 
the  colonies  can  at  the  time  accommodate,  may  at  all  times  be 
able  to  take  place  witliont  cost  to  the  emigrants  thcrasclvcB. 
The  importance  of  thctse  considerations,  as  regards  the 
British  islands,  has  been  of  late  considerably  diminished  by 
the  unparalleled  amount  of  spontaneous  emigration  Irom 
Ireland  ;  an  emigration  not  solely  of  small  farmers,  bnt  of 
the  poorest  class  of  agricultural  labourers,  and  which  is  at 
once  voluntary  and  self-sujiporting,  tJie  succession  of  emi- 
grants being  kept  up  by  funds  contributed  from  the  earnings 
of  their  relatives  and  connexions  who  had  gone  before.  To 
this  baa  been  added  a  large  amount  of  vohmtary  emigration 
to  the  seats  of  the  gold  discoveries,  which  lias  partly  sup- 
plied the  wants  of  our  most  distant  colonies,  where,  both 
tor  local  and  national  interests,  it  was  most  of  all  required. 
Bnt  the  stream  of  both  these  emigrations  has  already  con- 
siderably slackened,  and  it  is  not  certain  that  the  aid  of 
government  in  a  systematic  form,  and  on  the  &elf-sup]K)rting 
principle,  vnW  not  again  become  necessary  to  keep  the 
eomnumication  open  between  the  hands  needing  work  in 
England,  and  the  work  which  needs  hands  elsewhere. 


§  15.  Tlie  same  principle  which  points  out  colonization, 
and  the  relief  of  the  indigent,  as  cases  to  which  the  prin- 
cipal objection  to  government  interference  does  not  appl}', 
extends  also  to  a  variety  of  cases,  in  which  important  pub- 
lic services  are  to  be  jierformed,  while  yet  there  is  no  indi- 
vidual specially  interested  in  performing  them,  nor  would 
any  adequate  remuneration  naturally  or  spontaneously 
attend   their   pertbnnanee.     Take    for    instance  a    voyage 


600 


BOOK  v.     CHAPTER  XI.     flQ. 


of  geographical  or  scientific  exploration.  Tlie  infonimticin 
sought  may  be  of  great  public  value,  yet  no  individual 
would  derive  any  benefit  from  it  whicli  would  repay  the 
expense  of  fitting  out  the  expedition  ;  and  tlicre  is  no  mode 
of  intercepting  tlie  benefit  on  its  way  to  those  who  profit 
by  it,  in  order  to  levy  a  toU  for  the  remuneration  of  its 
authors.  Such  voyages  are,  or  might  be,  undertaken  by 
private  subscription  ;  but  this  is  a  rare  and  precarious  rc- 
somce.  Instances  are  more  frequent  in  which  the  expense 
has  been  borne  by  public  companies  or  pbilantbropic  asso. 
ciations  ;  but  in  general  such  enterprises  have  been  conduct- 
ed at  the  expense  of  government,  which  is  thus  enabled  to 
entrust  them  to  the  persons  in  its  judgment  best  qualified 
for  the  task.  Again,  it  is  a  proper  office  of  government  to 
build  and  maintain  lighthouses,  establish  buoys,  *fec.,  for  the 
security  of  navigation :  for  since  it  is  impossible  that  the 
ships  at  sea  which  are  benefited  by  a  lighthouse,  should  be 
niiitlo  to  pay  a  toll  on  the  occasion  of  its  use,  no  one  would 
build  lighthouses  from  motives  of  personal  interest,  unless 
indemnified  and  rewarded  from  a  compulsory  levy  made  by 
the  state.  There  are  many  scientific  researches,  of  great 
value  to  a  nation  and  to  mankind,  requii'ing  assiduous  devo- 
tion of  time  and  labour,  and  not  unfrequcntly  great  expense, 
by  persons  who  can  obtain  a  high  price  for  theii-  services 
in  other  ways.  If  the  government  had  no  power  to  grant 
indemnity  for  expense,  and  remuneration  for  time  and  labour 
thus  employed,  such  researches  could  only  be  undertaken  by 
the  very  few  persons  who,  with  an  indepeiidant  fortune,  unite 
tet'liuical  knowledge,  laborious  habits,  and  either  great 
public  spirit,  or  au  ardent  desire  of  scientific  celebrity.* 

*  CoDuected  wiUi  tliie  subject  id  the  queatiou  of  proridinir,  by  meus  of 
eiidowmeiitii  or  sjdaries,  for  the  nuiDtcniinco  of  whiu  has  been  called  b  leimed 
class.  Tbe  cullivation  of  specuIaiiTe  knowletjge,  thougli  one  of  the  moat  useful 
of  all  emplojmcnts,  U  a  semce  rendered  tu  tbe  commumtycollectivelj,  not  'mAU 
viduolly,  and  one  coascqueutly  which  it  ia,  prima  facic^  rcaAooable  tbai  tlie  com- 
munity eollectiTcly  shoutd  pay ;  since  iC  gives  do  claim  on  any  individual  for  a 
pecuniary  ruuiuiieraiiun ;  and  utiles  a  proviaioD  iit  made  for  such  services  from 
same  public  fund,  there  in  nut  oaiy  au  tiueuurageaient  to  tketn,  but  there  ii 
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It  mav  be  said  generally,  tliat  anything  which  it  is 
desirable  should  be  done  for  the  general  interests  of  man- 
kind or  of  future  genorations,  or  for  the  present  interests 
of  thofie  members  of  the  community  who  require  external 
aid,  but  which  is  not  of  n  nature  to  remunerate  individuals 
or  associations  for  undertaking  it,  is  in  itself  a  suitable 
thing   to   be  undertaken   by  government :  though,  before 

much  discourage nieut  as  is  implied  in  the  impossibility  of  gaiuing  a  living  by 
such  pursiiiu,  and  the  necessity  conse^itientiy  imjin(W;d  on  iiiosl  of  iIiosg  wlio 
would  ha  capable  of  tlieiu,  to  employ  thf  greatest  part  of  their  time  in  gaining  ft 
fiubsislcncc.  The  e^-ii,  however,  is  greater  in  appearance  than  in  reality.  The 
greatest  things,  it  has  been  said,  have  generally  been  done  by  those  who  had  the 
least  time  at  their  disposal ;  and  ilie  occupation  of  aorac  hours  every  day  ia  a 
routine  employment,  has  often  been  found  corapalible  with  the  moat  brilliant 
achievements  in  literature  and  pliilosopliy.  Yet  there  ore  investigations  aiid  ex- 
periments which  require  not  only  a  long  but  a  continuous  devotion  of  time  and 
attention :  there  are  also  occupations  which  so  engross  and  fatigue  the  mental 
faculties,  aa  to  be  incniisistent  with  any  vigorous  omplo)'niont  of  them  upnu 
other  Bubjecta,  even  in  intervals  of  leisure.  It  ts  highly  desirable,  thei-eforc, 
tliat  there  should  be  a  mcxle  of  ensuring  to  the  public  the  eenices  of  scientific 
discoverers,  and  perhaps  of  some  other  classes  of  savans,  by  affording  thciu  the 
means  of  support  consistently  with  devoting  h  aufUcieiit  purtioii  of  time  to  their 
peculiar  pursuits.  The  fcUowshipa  of  the  Universities  are  an  institution  excel- 
lently adapted  for  such  a  purpose;  but  are  liardly  ever  applied  to  it,  being  be- 
stowed, at  the  best,  oa  a.  reward  for  past  proficiency,  in  i'Oinuiitting  to  memory 
what  has  been  do»«  hy  othei-s,  aiid  nut  hh  the  silary  of  future  labours  in  the  ad- 
Taiicement  of  Imowle^lge,  In  some  countries,  Acadomica  of  sclcuce,  antiquities, 
history,  Ae.,  have  been  formed,  with  omolumonta  annexed.  The  moat  efTectunl 
plan,  and  at  the  same  Unie  the  IcoFt  liuhle  to  abuse,  se^ms  to  V>e  that  nf  cnnfer- 
ring  Profeaaonihip,%  with  duties  of  innlruclion  attached  to  them.  The  occupa- 
tion of  teaching  a  branch  of  knowledge,  at  least  in  its  higher  departments,  is  a 
help  rather  tbac  an  impediment  to  the  systematic  cultivation  of  the  subject 
itself.  The  duties  of  a  professorship  almost  always  leave  much  time  for  original 
researches,  and  the  greatest  advances  which  have  been  made  in  the  various 
gciencea,  both  moral  and  physical,  have  originated  with  those  who  were  public 
teachers  of  them  ;  from  Plato  and  Aristotle  to  the  great  names  of  the  Scotch, 
French^  and  German  Universities.  I  do  not  mention  the  English,  because  their 
profeasorsbips  have  been,  as  is  well  known,  little  more  than  nominal.  In  the 
oaaei  too,  of  a  lecturer  in  a  great  institution  of  education,  the  public  at  large  haa 
the  means  of  jmlging,  if  not  the  quality  of  the  teaching,  at  least  the  talents  and 
indnstry  of  the  teacher ;  and  it  is  more  difficult  to  misemploy  the  power  of  ap- 
pointment to  such  an  ofhcc,  thait  to  Job  in  pcDStons  and  saUnes  to  persoas  not 
tio  directly  before  tho  public  eye. 
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njuking  the  work  their  own,  govemmente  ought  always  to 
uunsider  if  there  he  any  rational  prohability  of  its  being  clone 
on  what  is  called  the  voluntary  principle,  and  if  ko,  whether 
it  is  likely  to  he  done  in  a  better  or  more  etiectual  manner 
by  government  agency,  than  by  the  zeal  and  liberality  of 
individualB. 


§  16.  The  preceding  heads  corapriee,  to  the  beat  of  my 
judgment,  the  whole  of  the  exeeptious  to  the  prwctical 
maxim,  that  the  bueiness  of  society  can  be  beet  jjerfornied 
by  private  and  voluntary  agency.  It  is,  however,  ncceseary 
to  add,  that  the  intervention  of  government  cannot  always 
practically  6top  ehort  at  the  limit  which  dcfince  tlie  cases 
intrinsically  suitable  for  it.  In  the  particnlar  circumstancea 
of  a  i^ivcn  age  or  nation,  there  is  scarcely  anytlung,  really 
important  to  the  general  interest,  which  it  may  not  be 
desirable,  or  even  necessary,  that  the  government  should 
take  upon  itself,  not  because  private  individuals  cannot 
effectually  perform  it,  but  because  they  will  not.  At  some 
times  and  places  there  will  be  no  roads,  docks,  harbours, 
canals,  works  of  irrigation,  hospitals,  schocds,  colleges,  print- 
ing presses,  unless  the  govermnent  C8tal)lishes  them ;  the 
public  being  either  too  poor  to  command  the  necessary 
resources,  or  loo  little  advanced  in  ijitelligence  to  appreciate 
tlie  ends,  or  not  sufficiently  practised  in  }oh\t  action  to  be 
capable  of  the  means.  This  is  truCj  more  or  less,  of  ail 
countries  inured  to  despotism,  and  parllcuhirly  of  those  m 
which  there  is  a  very  wide  distance  in  civilization  between 
the  peujile  and  the  government :  as  in  those  whicli  have 
been  conquered  and  are  retained  in  subjection  by  a  more 
energetic  and  more  cultivated  people.  In  many  parts  of  tiie 
world,  the  peo}tlo  can  do  nothing  for  themselves  which 
requires  large  means  and  combined  action  ;  all  such  tilings 
are  left  undone,  unless  done  by  tlie  state.  In  these  cases, 
the  mode  in  which  the  government  can  most  surely  demon- 
strate the  sincerity  with  which  it  intends  tlie  greatest  good 
of  its  subjects,  is  by  doing  the  things  winch  are  made  incmu- 
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bent  on  it  by  the  helplessness  of  the  public,  in  such  a  man- 
ner as  shall  tend  not  to  increase  and  perpetuate  but  to  cor- 
rect that  helplessness.  A  good  government  will  give  all  its 
aid  in  such  a  shape,  as  to  encourage  and  nurture  any  rudi- 
ments it  may  find  of  a  spirit  of  individual  exertion.  It  will 
be  assiduous  in  removing  obstacles  and 'discouragements  to 
voluntary  enterprise,  and  in  giving  whatever  facilities  and 
whatever  direction  and  guidance  may  be  necessary :  its 
pecuniary  means  will  be  applied,  when  practicable,  in  aid 
of  private  efforts  rather  than  in  supersession  of  them,  and 
it  will  call  into  play  its  machinery  of  rewards  and  honours 
to  elicit  such  efforts.  Government  aid,  when  given  merely 
in  default  of  private  enterprise,  should  be  so  given  as  to  be 
as  far  as  possible  a  course  of  education  for  the  people  in  the 
art  of  accomplishing  great  objects  by  individual  energy  and 
voluntary  co-operation. 

I  have  not  thought  it  necessary  here  to  insist  on  that 
part  of  the  functions  of  government  which  all  admit  to  be 
indispensable,  the  function  of  prohibiting  and  punishing 
such  conduct  on  the  part  of  individuals  in  the  exercise  of 
their  freedom,  as  is  clearly  injurious  to  other  persons,  whether 
the  case  be  one  offeree,  fraud,  or  negligence.  Even  in  the 
best  state  which  society  has  yet  reached,  it  is  lamentable  to 
think  how  great  a  proportion  of  all  the  efforts  and  talents  in 
the  world  are  employed  in  merely  neutralizing  one  another. 
It  is  the  proper  end  of  government  to  reduce  this  wretched 
waste  to  the  smallest  possible  amount,  by  taking  such 
measures  as  shall  cause  the  energies  now  spent  by  mankind 
in  injuring  one  another,  or  in  protecting  themselves  against 
injury,  to  be  turned  to  the  legitimate  employment  of  the 
human  faculties,  tliat  of  compelling  the  powei-s  of  nature  to 
be  more  and  more  subservient  to  physical  and  moral  good. 


THE  END. 


CL'i 


^:n 


1^ 


1 


DATE  DUE 

.  UN  1  ^ 

1989 

SEP  1 4  ]989 


STANFORD  UNIVERSITY  LIBRARIES 
STANFORD,  CALIFORNIA     94305 


